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THUBSDAY, SEPTEKBEB 15, 1866 

House of KEPRESENTATivEa, 
Committee on Banking and Cubrenct, 

Washington, D.C. 

The committee met, pursuant to notice, at 10 a.m., in room 2128, 
Eaybum House Office Building, Hon. Wright Patman (chairman) 
presiding. 

Present : Representatives Patman, Reuss, Ashley, Gronzalez, Hanna, 
Gettys, Hansen, Fino, Harvey, Brock, Clawson, Stanton, and Mize. 

The Chairman. The committee will please come to order. 

This momine the committee hears testimony on two very important 
bills to broaden Federal supervisory authority over financial 
institutions. 

S. 3158 is a Senate passed bill which would provide so-called "inter- 
mediate" powers over federally insured savings and loan associations 
and federally insured banks. It is similar to H.R. 14159 introduced in 
the House by the chairman. 

This new authority is called intermediate because it would provide 
administrative remedies short of termination of share account or 
deposit insurance. It is suggested that the supervisory agencies need 
more flexibility — flexibility that this bill would provide. 

Much the same can be said for S, 3695 which is similar to H.R. 
16934, introduced by the chairman in the House. It, too, has passed 
the Senate, and it would give the Small Business Administration 
broadened authority to supervise small business investment companies 
licensed under the Small Business Investment Act of 1958. 

(The bills, S. 3158 and S. 3695, and agency reports on S. 3158 
follow:) 

[S. 3158, 88th ConK.. 2d bpsb.] 

BfirF Bntlini.^j „. . _„ , ,. 

and for other purposes 

Be it eTiacted by the Benate and House of Representatives of the United Statet 
of America m Congress assembled. That this Act may be cited aa the "Financial 
Institutions Supervisory Act o( 1966". 

TITLE I— PROVISIONS RELATING TO THE FEDERAL HOME LOAN BANK 
BOARD AND THE FEDERAL SAVINGS AND LOAN INSURANCE COR- 
PORATION 

Sec. 101. Subsection fd) of section B of the Home Owners' Loan Act of 1983 
(12 U.S.C. 1464(d) ) ia hereby amended to read as follows : 

"(d)(1) The Board shall have power to enforce this section and rules and 
r^alatlons made hereunder. In the enforcement of any provision of this section 
or rules and regulations made hereunder, or any other law or r^ulation, or In 
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2 FINANCIAL INSTITUTIONS SUPERVISORY AND INSURANCE ACT 

«ii7 otber action, salt, or proceeding to whlcb It Is a party or In wblcb It Is inter- 
«eted, and in tbe administration of conservatorsliips and receiverships, the 
Board is authorized to act in its own name and tbrongb Ita own attorneys. Ex- 
cept as otherwise provided herein, the Board shall be subject to snit (other than 
anlts on claims for money damages) by any Federal savings and loan association 
or director or officer thereof with respect to any matter under this section or any 
otber applicable law, or rules or regulations thereunder, In the United States 
district court for the Judicial district in which the home office of the association 
Is located, or in the United States District Court for the District of Columbia, 
and the Board may be served with process in the manner prescribed by tbe Fed- 
eral Rales of Civil Procedure. 

"(2) (A) If, in the opinion Of the Board, an association is violating or has 
violated, or the Board has reasonable cause to believe that the association is 
about to violate, a law, rule, regulation, or charter or other condition imposed in 
writing by the Board or written agreement entered Into with the Board, or Is 
engaging or has engaged, or tbe Board has reasonable cause to believe ttiat the 
association is about to engage, in an unsafe or unsound practice, the Board may 
issue and serve upon the association a notice of charges in respect thereof. The 
notice shall contain a statement of the facts constituting the alleged violation or 
violations or the unsafe or unsound practice or practices, and shall &s a time and 
place at which a bearing will be held to determine whether an order to cease and 
desist therefrom should issue against the association. Such bearing shall be 
fixed for a date not earlier than thirty days nor later than sixty days after serv- 
ice of such notice unless an earlier or a later date is set by tbe Board at tbe re- 
quest of the association. Unless the association shall appear at the hearing by 
a duly authorized representative, It shall be deemed to have consented to the 
Issuance of the cease-and-desist order. In the event of such consent, or If upon 
the record made at any such bearing tbe Board shall find that any violation or 
unsafe or unsound practice specified In the notice of charges has been eatabUshed, 
tbe Board may Issue and serve upon the association an order to cease and desist 
from any such violation or practice. Such order may, by provisions which may 
be mandatory or otherwise, require tbe association and its directors, officers, em- 
ployees, and agents to cease and desist from the same, and, further, to take 
affirmative action to correct the conditions resulting from any such violation or 

"(B) A cease-and-desist order shall become effective at the expiration of 
thirty days after service of such order Upon the association concerned (except 
In the case of a cease-and-desist order issued upon consent, which shall become 
effective at the time specified therein), and ^ail remain effective and enforce- 
able, except to such extent as it is stayed, modified, terminated, or set aside by 
action of the Board or a reviewing court. 

"(3) (A) Whenever tbe Board shall determine that the violation or threatened 
violation or the unsafe or unsound practice or practices, specified in the notice 
of charges served upon the association pursuant to paragraph (2) (A) of this sub- 
section, or the continuation thereof, is likely to cause insolvency (as defined in 
paragraph (6) (A)(1) of this subsection) or substantial dissipation of assets 
or earnings of the association, or is likely to otherwise seriously prejudice the 
Interests of its savings account holders, the Board may issue a temporary order 
requiring the a'ssociation to cease and desist from any such violation or practice. 
Such order shall become efl!ective ujwn service upon the association and, unless 
set aside, limited, or suspended by a court in proceedings authorized by subpara- 
graph (B) of this paragraph, shall remain effeotlve and enforceable pending 
the completion of the administrative proceedings pursuant to such notice and 
until ■such time as the Board shall dismiss the changes specified in such notice or, 
if a cease-and-desist order Is Issued against the association, until the effective 
date of any such order. 

"(B) Within ten days after the association concerned has been served with 
a temporary cease-and-desist order, the a'ssociation may aptAj to the United 
States district court for the Judicial district in which the home office of the 
association la located, or the United States District Court for the District of 
Columbia, for an Injunction setting aside, limiting, or suspending the enforce- 
ment, operation, or effectiveness of such order pending the completion of the 
administrative proceedings pursuant to the notice o£ charges served upon the 
association under paragraph (2) (A) of this subsection, and such court shaU 
have Jurisdiction to issue such injunction. 
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"(C) la tbe case of violation or tbre&tened violation of, or failure to obey, a 
temporary cease-and-deBlst order, tbe Board may apply to the United Statei' 
district court, or tbe United States count of any territory, within the jurisdiction 
of which the home office of the aisoclatton U located, for an Injunction to en- 
force anch order, and. If the court shall determine that there has been such 
violation or threatened violation or failure to obey, it shall be the duty of the 
court to Issue such Injunction. 

"(4)(A) Whenever, In the opinion of the Board, any director or officer of 
an association has committed any violation of law, rule, or regulation, or of a 
cease-and-desist order which has become final, or has engaged or participated in 
any unsafe or unsound practice in connection with the association, or has com- 
mitted or engaged In any act, omission, or practice which constitutes a breach 
of his fiduciary duty as such director or officer, and the Board determines 
that the association has suffered or will probably suffer substantial financial 
loss or other damage or that the Interests of Its savings account holders could 
be seriously prejudiced by reason of such violation or practice or breacli of 
fiduciary duty, and that such violation or practice or breach of fiduciary duty 
la one involving personal dishonesty on the part of such director or officer, the 
Board may serve upon such director or officer a written notice of Its intention 
to remove him from ofSce. 

"(B) Whenever, In the opinion of the Board, any director or officer of an 
association, by conduct or practice with respect to another savings and loan 
association or other bnsiness institution which resulted In substantial financial 
loss or other damage, has evidenced his personal dishonesty and unfitness to 
ctmtinne as a director or officer, and, whenever, In the opinion of the Board, any 
other person participating in the conduct of the affairs of an association, by 
conduct or practice with respect to such association or other savings and loan 
association or other business Institution which resulted in substantial financial 
loss or other damage, has evidenced his personal dishonesty and unfitness to 
participate In the conduct of the affairs of such association, the Board may serve 
upon such director, officer, oj- other person a written notice of its intention to 
remove him from office and/or to prohibit his further participation in any man- 
ner in the conduct of the affairs of such association. 

"(C) In respect to any director or officer of an association or any other person 
referred to In subparagaph (A) or (B) of this paragraph, the Board may, 
if it deems It necessary Cor the protection of the association or the interesta of 
Its savings account holders, by written notice to such effect served upon such 
director, officer, or other person, suspend him from office and/or prohibit him 
from further participation in any manner in the conduct of Uie affairs of the 
association. Such suspension and/or prohibition shall become effectlre upon 
service of such notice and, unless stayed by a court in proceedings authorised 
by subparagraph (B) of this paragraph, shall remain In effect pending the com- 
idetlon of the administrative proceedings pursuant to the notice served under 
subparagraph (A) or (B) of this paragraph and until such time as the Board 
Shall dismiss the charges specified in such notice, or, if an order of removal 
and/or prohibition is issued against the director or officer or other person, until 
the effective date of any such order. Copies of any such notice shall also bo 
served upon the association of which he Is a director or ofScer or In tbe conduct 
'Of whose affairs he has participated. 

"(D) A notice of intention to remove a director, officer, or other person, from 
office and/or to prohibit ills participation In tbe conduct of the affairs of an 
association, shall contain a statement of the facts constituting grounds therefor, 
and shall fix a time and place at which a hearing will be held thereon. Such 
tiearing etiall t>e fixed for a date not earlier than thirty days nor later than sixty 
days after the date of service of such notice, unless an earlier or a Inter date Is 
set by the Board at the request of (i) such director, officer, or other person, and 
for good canse shown, or (II) the Attorney GeuerHl of the United States. Unless 
euch director, officer, or other person shall apiwar at the henriug in person or 
by a duly authorised representative, he shall be deemed to have consenCe4l to the 
issuance of an order of such removal and/or proliibition. In the event of such 
consent, or if upon the record made at any such bearing the Board shall find 
that any of the grounds specified In such notice has been established, the Board 
may Issue such orders of suai)ension or removal from office, and/or prohibition 
from participation In the conduct of the affairs of the association, as It may 
deem appropriate. Any such order shall t>ecome effective at the expiration ^ . 
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thirty days after service upon such association and the director, officer, or other 
person concerned {except in the case of an order issued upon consent, which 
shall bec<)me effective at the time specified therein). Such order shall remain 
effective and enforceable escept to such extent as It is stayed, modified, ter- 
minated, or set aside by action of the Board or a revlewlnR conrt. 

"(E) Within ten days after any director, officer, or other person has been 
suspended from office and/or prohibited from participation In the conduct of the 
affairs, of an aaeoeiation under subparagraph (C) of this paragraph, anch di- 
rector, officer, or other person may apply to the United States district court for 
the Judicial district in which the home office of the association Is located, or the 
United States District Court for the District of Columbia, for a stay of such 
suspension and/or prohibition pending the completion of the administrative 
proceedings pursuant to the notice served upon snch director, officer, or other 
person under subparagraph (A) or (E) of this paragraph, and such court shall 
have Jurisdiction to Stay such suspension and/or prohibition. 

"(5) (A) Whenever any director or officer of an association, or other person 
participating In the conduct of the affairs of such association, is chaii^ed in 
any infonnation, indictment, or complaint authorized by a United States At- 
torney, with the commission of or participation In a felony Involving Industry 
or breach of trust, the Board may. hy written notice served upon such director, 
officer, or other person, suspend him from office and/or prohibit him from further 
participation in any manner In the conduct of the affairs of the assoclatton. 
A copy of such notice shall also be served upon the association. Such suspension 
and/or prohibition shall remain In effect until such Information indictment, or 
complaint is Anally disposed of or until terminated by the Board. In the event 
that a Judgment of conviction with respect to such offense Is entered against 
such director, officer, or other person, and at such time as such Judgment is not 
subject to further appellate review, the Board may Issue and serve upon such 
director, officer, or other person an order removing him from office and/or pro- 
hibiting him from further participation in any manner in the conduct of the 
affairs of the association except with the consent of the Board. A copy of such 
order shall he served upon such association, whereupon such director or officer 
shall cease to be a director or officer of such association. A finding of not 
guilty or other disposition of the chat^e shall not preclude the Board from there- 
after Instituting proceedings to remove such director, officer, or other person 
from office and/or to prohibit further participation in association affairs, pur- 
suant to subparagraph (A) or (B) of paragraph (4) of this subsection. 

"(B) If at any time, because of the suspension of one or more directors pur- 
suant to this subsection (d), there shall he on the board of directors of an asso- 
ciation less than a quorum of directors not so suspended, all powers and func- 
tions vested in or exercisable by such board shall vest In and be CTerclaable by 
the director or directors on the Board and not so suspended, until such time 
as there shall be a quorum of the board of directors. In the event all of the 
directors of an association are suspended pursuant to this subsection (d), the 
Board shall appoint persons to serve temporarily as directors in their place uOH 
stead pending the termination of such suspensions, or until snch time as those 
who have been suspended cease to be directors of the association and their re- 
spective successors take office. 

"(6) (A) The grounds for the appointment of a conservator or receiver for 
an association shall be one or more of the following: (i) insolvency in that 
the assets of the association are less than its obligations to Its creditors 
and others. Including its members: (li) substantial dissipation of assets or 
earnings due to any violation or violations of law, rules, or regulations, or 
to any unsafe or unsound practice or practices; (ill) an unsafe or unsound 
condition to transact business; (iv) vrillful violation of a cease-and-desist 
order which has become final; (v) concealment of boots, papers, records, or 
assets of the association or refusal to submit books, papers, records, or affairs 
of the association for Inspection to any examiner or to any lawful agent of 
the Board. The Board shall have exclusive power and jurisdiction to appoint 
a conservator or receiver. If, in the opinion of the Board, a ground for the 
appointment of a conservator or receiver as herein provided exists, the Board 
is authorized to appoint ex parte and without notice a conservator or receiver 
for the association. In the event of such appointment, the association may, 
within thirty days thereafter, bring an action In the United States district 
court for the Judicial district in which the home office of snch association is 
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located, or In the United States District Court for the District of Columbia, 
for an order requiring the Board to remove such conservator or receiver, 
and the court shall upon the merits dismiss such action or direct the Board 
to remove such conservator or receiver. Such proceedings shall he given 
precedence over other cases pending in such courts, and Hliall be iii every way 
expedited. Upon the commencement of such an ai-tlon, the court having Jurls- 
dlctlou of any other action or proceeding authorlned under tbls subsection to 
which the association is a party shall stay sucb action or proceeding during 
the pendency of the action for removal of the conservator or receiver. 

"(B) In addition to the foregoing provisions, the Board may. without any 
requirement of notice, hearing, or other action, appoint a conservator or receiver 
for an aaaoclation In the event that (1) the association, by resolution of its 
board of directors or of Its members, consents to such appointment, or (11) the 
anociatlon is removed from meml>ershlp In any Federal home loan bank, or 
Its status as an institution the accounts of which are Insured by tbe Federal 
Savli^n and Loan Insurance Corporation Is tenuinuteil. 

"(C) Except as otherwise provided in tbls subsection, no court may take 
any action for or toward the removal of any conservator or receiver, or, except 
at tbe instance of the Board, restrain or affect the exercise of powers or fuac- 
Uons of a conservator or receiver. 

"(D) A conservator aball have all the powers of the members, the dlrectori, 
and the officers of tbe association and shall t>e authorized to o|)erute the asso- 
ciation in Its own name or to conserve Its assets In tlie manner and to the extent 
autJiorlKed by the Board. The Board shall appoint only the Federal ftavlngs 
and T.oan Insurance Oonioratlon lis receiver for an association, aiul said 
Corporation shall have power to buy at its own sale as receiver, subject to 
approval by the Board. The Board may. without any reiiuirement of notice, 
bearing, or other action, replace a couservutor with another conservator or 
with a receiver, but any such replacement shall not affect any right which the 
association may have to obtain Judicial review of the original appointment, 
except that any removal under this paragraph (fl) shall be removal of the 
conservator or receiver In office at the time of such removal. 

"(7) (A) Any bearing provided for In this subsection <d) uhaU be held In 
the Federal Judicial district or In tbe territory In which the home office of the 
association Is located unless tbe party afforded the hearing consents to another 
place, and shall be conducted In accordance with the provisions of the Admin- 
istrative Procedure Act: but such hearing shall be private, unless a public 
hearing Is agreed to by the party afforded the bearing and by tbe Board. After 
such hearing, and within ninety days after the Board has notified tbe parties 
that tbe case has been submitted to It for final decision, the Board shall 
render its decision (which shall Include findings of fact upon which Us deci- 
sion Is predicated) and shall Issue and cause to be served upon each i>nrty to 
the proceeding an order or orders consistent with the provisions of this sub- 
section. Judicial review of any such order shall be exclusively as provided In 
this paragraph (7). ITnlesa a petition for review Is timely filed in a court 
of appeals of the United States, as hereinafter provided in suhparngrnph (B) 
of this paragraph, and thereafter until the record In the proceeding has lieen 
filed as so provided, the Board may at any time, upim such notice and In such 
manner as It shall deem proper, modify, terminate, or set aside any such 
order. Upon such filing of the record, the Bourd may modify, terminate, or 
■et aside any sucb order with permission of the court. 

"(B) Any party to the proceeding, or any person required by an order Issued 
Tinder this subsection to cease and desist from any of tlie violations or pra<'tlce8 
stated therein, may obtain a review of any order served pursuant to subparagraph 
(A) of this paragraph (other than an order issued with tbe consent of the asso- 
ciation or the director or officer or other person concerned, or an order issued 
under paragraph (n)(A) of this subsection), by filing in the court of appeals 
of the United States for the circuit In which the home office of the association Is 
located, or In the United States Court of Appeals for tbe District of Columbia 
Circuit, within thirty days after tbe date of service of mich order, a written 
petition praying that the order of tbe Board be modified, terminated, or set aside. 
A copy of such petition shall be forthwith transmitted by the clerk of the court 
to the Board, and thereupon the Board shall file In the court tbe record In t^ie 
proceeding, as provided In section 2112 of title 28 of the United States Code. 
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Upon the filing of such petlUon, such coait Bhall have Jurladlctton, which upon 
the filing of the record shall ttzcet>t as provided In the last Bentenee of said sub- 
paragraph (A) be eicluBlve, to afBrm, modify, terminate, or set aside, in whole 
or in part, the order of the Board. Hevlew of such proceedings shall be had as 
provided in the Administrative Procedure Act The Judgment and decree of the 
court shall be final, except tliat the Bame shall be subject to review by the 
Supreme Court upon certiorari as provided in section 12[il of title 28 of the 
United Statee Code. 

"(C) The commencement of proceedings for Judicial review under Bubpara- 
graph (B) of this paragraph shall not, unless specifically ordered by the court, 
operate as a stay of any order issued by tbe Board. 

"(8) The Board may in Its dlBcretlon apply to the United States district court, 
or the United States court of any territory, within the jurisdiction of which the 
home office of the association Is located, for the enforcKnent of any effective and 
outstanding notice or order issued by the Board under this subsection (d), and 
such courts shall have Jurisdiction and power to order and require compliance 
therewith ; but except as otherwise provided In this subsection no court shall 
have jurisdiction to affect by Injunction or otherwise the Issuance or enforcement 
<rf any notice or order under this snt>section, or to review, modify, suspend, termi- 
nate, or set aside any such notice or order. Any court having Jurisdiction of any 
proceeding instituted nnder this subsection by an association or a director or 
offlcer thereof, may allow to any such party such reasonable expenses and at- 
torneys' fees as it deems JuBt and proper ; and such expenses and fees shall be paid 
by the association or from its assets. 

"(9) In the course of or in connection with any iffoceeding under this sub- 
section, the Board or any member thereof or a designated representative of the 
Board, including any person designated to conduct any hearing under this 
BubsecdoQ, shall have power to administer oaths and afflrmations. to talce or 
cause to be taken depositions, and to isBue, revoiie, quash, or modify Eubpenas 
and snbpenas duces tecum ; and the Board Is empowered to mafee rules and 
regulations with respect to any such proceedings. The attendance of witnesses 
and the production of documents provided for In this paragraph may be required 
from any place In any State or in any territory at any designated place where 
such proceeding is being conducted. Any party to proceedings under this sub- 
section may apply to the United States District Court for the District of Colum- 
bia, or the United States district court for the Judicial district or the United 
States court in any territory in which such proceeding is l)eing conducted or 
where the vrltnees resides or carries on buslnese, for enforcement of any subpcna 
or subpena duces tecum Issued pursuant to this paragraph, and such courts shall 
have Jurisdiction and power to order and require compliance therewith. Wit- 
nesses sobpenaed under this paragraph shall be paid the same fees and mileage 
that are paid witnesses In the district courts of the United States. Ail eipensee 
of the Board or of the Federal Savings and Loan Insurance Corporation in con- 
nection with this subsection shall be considered as nonadmlnlstrative expenses. 

"(10) Any service required or anthoriEed to be made by the Board under this 
subsection may I>e made by registered mail, or in such other manner reasonably 
calculated to give actnal notice as the Board may by regulation or otherwise 
provide, 

"(11) The Board shall have power to make roles and regulations for the 
reorganization, consolidation, liquidatlmi, and dis»r>1ution of associationR, for 
the merger of associations with other Institutions the accounts of which are 
insured by the Federal Savings and Loan Insurance Corporation, for associations 
In conservatorship and receivership, and for the conduct of conservatorships and 
receiverships ; and the Bosrd may, by r^ulation or otherwise, provide for the 
exercise of functions by members, directors, or officers of an association during 
COTiservatorsbip and receivership. 

"(12) (A) Any director or offlcer, or former director or offlcer. of an associa- 
tion, or any other person, against whom there is outstanding and effective any 
notice or order (which is an order which has l)ecome final) served upon such di- 
rector, officer, or other person under paragraph (4) (C), (4) (D), or (5) (A) of 
this Bubsection, and who (I) participates In any manner in the conduct of the 
affairs of such association, or directly or indirectly solicits or procures, or 
transfers or attempts to transfer, or votes or attempts to vote any proxies, con- 
sents, or authorlzatlMis in respect o* any voting rights in such asnot^ation. or (ii) 
without the prior written approval of the Board, votes for a director or serves or 
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acts BB a director, ofBcer, or employee of any Institution the accounts ot wbicli are 
insured by ttie Federal Savings and Loan Insurance Corporation, sball upon 
coUTlction Ije fined not more than 55,000 or imprisoned for not more than one year, 
or both, 

"(B) Except with the prior written consent of the Board, no person shall 
serve as a director, officer, or employee of an association who has been con- 
victed, or who 1b hereafter convicted, of a criminal ofCense Involrli^ dishoneetT 
or a breach of trust For each willful violation of this prohibition, the asBociatlon 
involved shall be subject to a penalty of not more tlian $100 for each day tblB 
prohibition Is violated, which the Board may recover by suit or otherwise for Its 
own use. 

•■(C> Whenever a conservator or receiver appointed by the Board demands 
possession of the property, business, and assets of any association, or of any port 
thereof, the refusal by any director, officer, employee, or agent of such associa- 
tion to comply with the demand shall be punishable by a fine of not more than 
$5,000 or imprlsoniaeiit for not more than one year, or both. 

"{13)(A) As used in this subsection — 

"(1) The terms 'cease-and-desist order which has become final' and 'order 
which has become final' mean a cease-and-desist order, or an order, issued by the 
Board with tlie consent of the association or the director or officer or other person 
concerned, or with respect to which no petition for review of the action of the 
Board has beon filed and perfected In a court of appeals as specified in paragraph 
(7){B) of this subsection, or with respect to which the action of the court 
tn which said petition is so filed is not subject to further review by the Supreme 
Court of the United States In proceedings provided for In said paragraph, or an 
order issued under paragraph (6) (A) of ttia subsection. 

"(2) The term 'territory' Includes the Commonwealth of Puerto Rico, and any 
possession of the United States or any place sulijecl; to the jurisdiction of the 
United States. 

"(B) As used In paragraph (4) of this subsection, the term 'violation' includes 
without limitation any action (alone or with another or others) for or toward 
causing, bringing about, participating in, coimsellng, or aiding or abetting a 
violation. 

"(14) As used in this subsection, the terms 'Federal savings and loan associa- 
tion' and 'association' shall include any institution with respect to which the 
Federal Home I^an Bank Board now or hereafter has any statutory power of 
examination or supervision under any Act or Joint resolution of Congress other 
than this Act. the Federal Home Loan Bank Act. and the National Housing Act 
For the purposes of this paragraph (14), references in this subsection to di' 
rectors, employees, and agents, or to former directors or officers, of associations 
shall be deemed to be references respectively to directors, officers, employees, and 
agents, or to former directors or officers, of such Institutions, references therein 
to aavings account holders and to members of associations shall be deemed to be 
references to holders of withdrawable accounts in such institutions, and refer- 
ences therein to boards ot directors of associations shall be deemed to be 
references to board of directors or other governing boards of such institutions. 
Said Board shall have power by regulation to define, for the purposes of this 
paragraph (14), terms used or referred to in the sentence next preceding and 
other terms used In thia subsectlcm. 

"{15) The provisions of this subsection, as amended by the amendment by 
which tbla sentence Is added, shall not be applicable to or with respect to any 
proceeding for the appointment of a conservator or receiver pending immediately 
prior to the effective date of said amendment or any conservator or receiver 
appointed as a result of such jM'ocecdlng, or to or with respect to any supervisory 
representative in charge, conservator, or receiver In office immediately prior to 
said date, or any successor of any of the same, or to the appointment of any 
sucli successor, and the provisions of this subsection as In effect Immediately 
prior to said date shall be and remain applicable to all of the foregoing." 

Sec. 102. Section 407 of the National Hotising Act (12 U.S.O. 1730) la hereby 
amended to read as follows : 

"Sec. 407. Termination of Insuiunce and Enfobcembnt Provisions. — 

"(a) VoLOHTABY TEBMiNATiON OF iNSUBANCB. — Any insurpd Institution other 
tban a Federal savings and loan association may terminate Its status as an 
Insured Instltntlon by written notice to the Ck>rporatlon specifying a date for 
goch termination. 
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"(b) InvOLDBTART TEBMINATIOIT OT INSURANCB ; NOTICE AND HEAJUNQ. (1) 

"Whenever, in the opinioo of the Corporation, any Inaured Institution has Tiolated 
Its duty as such or is engaglag or has eii$;aged in an unsafe or unsoiinil practice 
in conducting- the business of such institution, or is in an unsafe or unsound 
condition to continue operations as an insured institution, or in violating' or has 
Tiolated an applicabie law, rule, regulation, or order, or any condition imposed 
to writing by the Corporation or any written agreement entered Into with the 
■Corporation, including any agreement entered into under section 403 of this 
title, the Corporation shall serve upon the institution a statement with respect 
to such violations or practices or conditions for the purpose of securing the 
correction thereof, and shall send a copy of such statement to the appropriate 
State supervisory authority. 

"(2) Unless such correction shall be made within one hundred and twenty 
days after service of such statement, or such shorter period of not less than 
■twenty daja after such service as (A) the Corporation shall require in any 
case where the Corporation determines that its insurance rislc with respect to 
such institution could be unduly Jeopardized by further delay In the correction 
of such violations or practices or conditions, or (B) the appropriate State super- 
visory authority shall require, or unless within such time the Corporation shall 
have received acceptable assurances that wucli correction will be made within 
a time and in a manner satisfactory to the Corporation, or in the event such 
assurances are submitted to and accepted by the Corporation but are not carried 
out in accordance with their terms, the Corporation may. if it shall determine to 
proceed furtber. issue and serve upon the institution written notice of intention 
to terminate the status of the institution as an Insured Institution. 

"(3) Such notice shall contain a statement of the facte constituting the alleged 
violation or violations or the unsafe or unsound practice or practices or condi- 
tion, and shall fix a time and place for a hearing thereon. Such hearing shall 
be fixed for a date not earlier than thirty days after service of such notice. 
Unless the institution shall appear at the hearing by a duly authori7*d repre- 
sentative, it shall be deemed to have consented to the termination of its status 
as an insured institution. In the event of such consent, or if upon the record 
made at any such hearing the Corporation shall find that any violation or unsafe 
or unsound practice or condition specified in such notice has been established 
and has not been corrected within the time above prescribed in which to make 
correction, the Corporation may issue and serve upon the Institution an order 
terminating the status of the institution as an insured institution ; hut any such 
order shall not l^econie effective until it is an order which has become final 
(except in the case of an order of termination Issued upon consent, which shall 
become effective at the time specified therein). 

"(c) Date op termination op insubed status. — The effective date of the 
termination of an Institution's status as an Insured institution under the fore- 
going provisions of this section shall be the date specified for such termination 
in the notice by the institution to the Corporation as provided in subsection (a) 
of this section, or the date upon which an order ot termination issned under 
enbeection (b) (3) of this section becomes effective. The Corporation may from 
time to time postpone the effective date of the termination of an institution's 
status as an insured institution at any time before such termination has become 
effective, but in the case of termination by notice given by the institntion such 
effective date shall be postponed only with the written consent of the institution. 

"(d) Continuation op ibsurancb; examination; notice to members; and 
patmbnt of premiums. — In the event of the termination of an Institution's status 
as an insured institution, insurance of its accounts to the extent that they were 
insured on the effective date of such termination as herelnaTtove provided In sub- 
section (c), less any amounts thereafter withdrawn, repurchased, or redeemed, 
shall continue for a jieriod of two years, but no investments or deposits made 
after such date shall he insured. The Corporation shall have the right to exam- 
ine such Institution from time to time during the two-year period aforesaid. 
Such insured institution shall he obligated to pay. vrithin thirty days after the 
effective date of such termination, as a final insurance premium, a sum etjuivalent 
to twice the last annual Insurance premium payable by it. In the event of the 
termination of insurance of accounts as herein provided the institution which 
was the insured Institution shall give prompt and reasonable notice to all of its 
Insured members that It has ceaxed to be an insured institution and It may 
Include in such notice the fact that insured accounts, to the extent not with- 
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drawn, repwrchased, or redeemed, remain Insured for two years from the date of 
such termination, but It shall not further represent itself in an? manner as an 
insured institution. In the event of failure to give the notice to insured m^n- 
bera- as herein provided the Corporation is authorised to give reasonable notice. 

"(e) Cbase-and-dbsist FB0CEKDIH08. — (1) If, in the Opinion of the CorporatlOB, 
any Insured institution or any Institution any of the accounts of which are 
Insured is engaging or has engaged, or the Corporation has reasonable oatiss.t*- 
believe that the institution is about to engage, In an unsafe or unsound practice 
in conducting the business of such institution, or Is violating or has violated, or 
the Corporation has reasonable cause to believe that the institution is about Ur 
violate, a law, rale, or regulation, or any condition Imiweed In writing by tlie 
Corporation or written agreement entered into with the Corporation, including 
any agreement entered into under section 403 of this title, the Corporation may 
issue and serve upon the itiatitutlon a notice of charges in respect thereof. The 
notice shall contain a statement of .the facts constituting the alleged violation or 
violations or the unsafe or unsound practice or practices, and shall fli a time 
and place at which a hearing will be held to determine whether nn order to 
cease and desist therefrom should Issue against the Institution. Such hearing 
ahall be fised for a date not earlier than thirty days nor later than sixty days 
after service of such notice unless an earlier or a later date is set by the Corpo- 
ration at the request of the institution. Unless the institution shall appec^ 
at the hearing by a duly authorized representative, it shall be deemed to have 
consented to the issuance of the cease-and-desist order. In the event of such 
consent, or If upou the record made at auy BU<:h hearing the Corporation shall 
find that any violation or un^tafe or unsound practice specified In the notice of 
charges has been established, the Corporation may issue and serve upon the 
institution an order to cease and desiHt from any such violation or practice. 
Such order may, by provisions which may be mandatory or otherwise, require 
the institution and its directors, officers, employees, and agents to cease and desist 
from the same, and, further, to take affirmative action to correct the conditions 
resulting from any such violation or practice. 

"(2) A cease-nn [I -desist order shall liecome effective at the expiration of 
thirty days after service of such order upon the institution concerned (except 
in the case of a cease-and-desist order issued upon consent, which shall become 
effective at the tinie specified thereiu ) , and shall remain effective and enforceable 
except to such extent as it is stayed, modified, terminated, or set aside by action 
of the Corporation or a reviewing court. 

"(f) Tbmporabt CKAeK-iNo-DBSiST ORDEBS. — (1) Whenever the Corjtoratioa 
shall determine that the violation or threatened violation or the unsafe or 
unsound practice or practices, specified in the notice of charges served upon the 
Institution pursuant to subsection (e)(1) of this section, or the continuation 
thereof. Is likely to cause inaolvency or substantial dissipation of assets oc 
earnings of the institution, or is likely to otherwise seriously prejudice the 
interest of its insured members or of the Corporation, the Corporation may issue 
a temporary order requiring the institution to cease and desist from any such 
violation or practice. Such order shall become effective upon service upon the 
Institution and, unless set aside, limited, or suspended by a court In proceedings 
authorized by paragraph (2) of this subsection, shall remain effective and en- 
forceable pending the completion of the administrative proceedings pursuant to 
aucb notice and until such time as the Corporation shall dismiss the charged 
specified in such notice or, if a cease-and-desist order is issued against the Insti- 
tution, until the effective date of any such order. 

"(2) Within ten days after the institution concerned has been served with a 
temporary cease-and-desist order, the institution may apply to the Dnited States 
district court for the Judicial district in which the principal office of the Insti- 
tution is located, or the United States District Court for the District of Columbia, 
for an Injnnc'tion setting aside, limiting, or suspending the enforcement operation, 
or effectivenese of such order pending the completion of the administrative 
proceedings pursuant to the notice of charges served upon the institution under 
subsection (e) (1) of this section, and such court shall have Jurisdiction to isanc 
such injunction. 

"(3) In the case of violation or threatened violation of. or failure to obey, 
a temporary cease-and-desist order, the Corporation may apply to (he Daited 
States district court, or the United States court of any territory, within the 
Jurisdiction of which the principal office of the Institution Is located, for aa 
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InJunctioD to enforce sucb order, and, if tbe court shall dietermlne Uiat tbere 
has been BOch violation or threatened violation or failure to obey, It shall be 
the duty of tbe court to Issue such injunctlou. 

"(g) SUBPENBIOff OB BBUOVAI. OF DIBECTOB OB OTFIOEB. (I) WheUeTer, lU the 

opinion of the Corporation, anf director or officer of an insured institution has 
committed anj violation of Ian, rule, or regulRtlon, or of a cease-and-deslat 
-order which has become Snal, or has eugaged or participatad la any unsafe or 
unsound practice in connection with the inetitntion, of has committed or en- 
gaged In any act, omission, or practice which constitutes a breach of his fiduciary 
duty as such director or officer, and the Corporation determines that tbe insti- 
tution lian suffered or will probably suffer substantial loss or other damage oi 
that tbe interests of its insured members could be seriously prejudiced by 
reason of such violation or practice or breach of fiduciary du(*, and that such 
"Violation or practice or breach of fiduciary duty is one involving personal dis- 
honesty on the part of such director or officer, the Corporation may serve upon 
such director or officer a written notice of Its intention to remove him from office. 

"(2) Whenever, In the opinion of the Corporation, any director or officer of 
an Insured Institution, by conduct or practice with respect to another insured 
institution or other business Institution which resulted In substantial financial 
loss ot other damage, has evidenced his personal dishonesty and unfitness to 
continue as a director or officer, and, whenever, In the opinion of the Corpora- 
tion, any other person participating in the conduct of the affairs of an Insured 
institution, by conduct or practice with respect to such institution or other 
insured institution or other business institution which resulted in substantial 
financial loss or other damage, has evidenced his personal dishonesty and unflt- 
cess to participate in the conduct of the affairs of such Insured Institution, the 
Corporation may serve upon such director, officer or other person a writt«i 
notice of its intention to remove him from office and/or to prohibit his further 
participation in any manner in the conduct of tbe affairs of such Institution. 

"(3) In respect to any director or officer of an insured institution or any 
other person referred to in paragraph (1) or (2) of this subsection, the Cor- 
poration may, if it deems it necessary for the protection of tbe institution or 
the Interests of its insured members or of the CorporatlOTi, by written notice 
to such effect served upon such director, officer, or other person, suspend him 
from office and/or prohibit him from furUier participation in any manner in the 
conduct of the affairs of the Institution. Such suspension and/or prohibition 
shall become effective upon service of such notice and. unless stayed by a 
court In proceedings authorized by paragraph (9) of this subsection, shall re- 
main lu effect pending the completion of the administrative proceedings pur- 
suant to the notice served under paragraph (1) or (2) of this subsection nnd 
until such time as tbe Corporation shall dismiss the charges specified in such 
notice, or, if an order of removal and/or prohibition Is issued againpt the 
director or officer or other person, until the effective date of any such order. 
Copies of any such notice shall also be served upon the institution of which 
he Is a director or officer or in the conduct of whose affairs he has participated. 

"(4) A. notice of Intention to rranove a director, officer, or other person from 
office and/or to prohibit his participation lu the conduct of the affairs of an 
insured institudon, shall contain a statement of the facts conetituting grounds 
therefor, and shall fix a time and place at which a hearing will be held there- 
on. Such hearing shall be fixed for a date not earlier than thirty days nor 
later than sixty days after the date of service of such notice, unless an 
earlier or a later date is set by the Corporation at the request of (A) such 
director, offleer> or other person and for gt>od cause shown, or (B) the Attorney 
General of the United States. Unless such director, officer, or other person 
shall appear at the hearing in pereon or by a duly authorized representative, 
he shall be deemed to have consented to tbe issuance of an order of such 
removal and/or prohibition. In the event of such consent, or If upon the 
record made at any such hearing the Corporation shall find that any of the 
grounds specified in such notice has been established, the Corporation may 
issue such orders of suspension or removal from office, and,/or prohibition 
from participation in the conduct of tbe affairs of the Insatution, as it may 
deem appropriate. Any such order shall become effective at the expiration 
of thirty days after service upon such Institution and the director, ofl^cer. or 
other person concerned (except in the case of an order i^ed upon consent, 
which shall become effective at the time specified therein). Such order shall 
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"(6) Wltbln ten dayn after any lUrectxnr, officer, or otbar peraon has been 
«it8pended trtaa office and/or pioblblted from partlclpetlon In tbe conduct 
of tbe afFaira otf an insured InsCitutioit under paragrapb (3) of thla subtiec- 
don, (fucli director, of&cer, or other person may amily to tbe United States 
diBtrl<X court for the Judicial dlBtriot tn which tbe principal otBce of the insti- 
tution la located, or the United States District Court for tbe District of 
Ooltunbla, t»e a stay of vucb sutpenslon and/cv prohibition pending the com- 
pletion of th« sdminiBtratlTe proceedings pursuant to the notice served npoa 
such director, officer, or other pereon under paranrapb (1) or (2) of this sub- 
sectltm, and sucti court shall hare Jurisdiction to stay Hucb suspensl<m and/ 
or pTohlUtloa. 

'■(h) SuspENBioK or DiBEOTOB OB OFFiOBB OHAKOED wiTii FELONY. — Whenever 
any director or officer of an Insured institution, or other person participating In 
the conduct of the affair* of aucb institution, is charged in any information. In- 
dictment, or complaint autliorJsied by a United States Attorney, with the com- 
mlHBlon of or participation In a felony Involving dishonesty or breach of trust, 
the Cbrporetjon may, by written notice served upon such director, officer, or other 
person, suspend him from office and/or prohibit blm from further participation 
In any manner in the conduct of the aHalrs of tbe Institution. A copy of such 
notice shall also be served upon tbe Institution. Such suspension and/or pro- 
hibition shall remain In ptttxt until such information. Indictment, or complaint 
is finally dlflposed of or until terminated by tbe Corporation. In the event that 
a judgment of conviction with respect to such offense is enitered against such 
director, officer, or otliet person, and at sucb time as sucb judgment Is not subject 
to furtbi'r appellate review, the Corporatiou muy issue and serve upon such di- 
rector, officer. <ir other permm an order removing him from office and/or prohibit- 
ing him from further part Iclimt Ion In any manner in the conduct of the affairs of 
the institution except with the consent of the Corporation. A copy of such order 
shall also be served upon such institution, whereupon such director or officer shall 
cease to lie a directur or officer of such lastltntlon. A finding of not guilty or 
other dlMposltimi of the charRe shall tH>t prucluile the Corporation from thereafter 
InBtituting proceedings to remove such director, officer, or other person from ofQce 
and/or to prohibit further participation in institution affairs, pursuant to para- 
graph (1) or (2) of subsection (g) of this section. 

"(1) TUHiNATiOR or FEDEaAL BouE LOAN BANK UEUBEBSHIP. — Termination 
under this section or otherwise of tbe status of an liiHtituUon as an Insured in- 
stitution Khali aitComaticuliy constitute a removal under subsection (1) of sec- 
tion (i of the t^ederal Home Loan Bank Act of the institution from Federal home 
loan bank membertdilp, If art the time of such termination such institution is a 
member of a Federal home loan bank ; and removal of an ln»tltutiou from Federal 
home loan iMDk meoilverBblp under subsection (i) of section of tbe Federal 
Home Loan Bank Act or otherwise shall automatically constitute an order of 
termination under this section of tbe status of such institution as an Insured in- 
stitution, if such institution is at the <tlme of such removal an insured Institution. 

"(J) HSAHiNoB AND jUDioiAi, uviEw. — (1) Any bearing provided for in this 
seotion shall be held in the Federal Judicial district or in the territory In which 
tbe principal office of the Institution Is located unless the party afTorded the hear- 
ing consents to another place, and shall be conducted In accordance with the pro- 
visions of the Administrative Procedure Act; but such bearing shall be private, 
unless a public hearing is agreed to by tbe party afforded the hearing and by 
the Corporation. After such hearing, and within ninety days after the Oorpora- 
tton has notified the parties that the case has been submitted to it for final deci- 
sion, the Corporation shall render its decision (which shall include findings of 
fact upon which its decision is predicated ) and shall Issue aud cause to be served 
upon each party to the proceeding an order or orders consistent with the provt- 
sloDs of ithis section. Judicial review of any such order sliali be exclusively as 
provided in this subsection. Unless a petition for review Is timely filed in a court 
of appeals of tbe United States, as hereinafter provided in paragraph (2) of thia 
subsection, and thereafter until the record in the proceeding baa been filed a< so 
provided, the Corporation may at any time, upon such notice and In such manner 
«8 It shall deem proper, modify, teru^uate, or set aside any such order. Upoa 
■och filing of tbe record, the Corporation may modify, terminate, or aet aside aof 
such order with iiermiaslon of the court. 
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"(2) Any party to the proceeding, or any person required by an order iesued 
tmder ttaie section to cease and deeiat from any of the vloladons or practices stated 

Uierein, may obtain a review of any order served pursuant to paragraph (1) of this 
subsection (other than an order issued with the consent of the Instltntlon or 
the director or oFBcer or other person concerned, or an order Issaed under>'MBb=- 
section (h) oC this section), by filing in the conrt of appeals of the United States 
for the circuit in which the principal office of the institution is located, or in the 
United States Court of Appeals for the District of Columbia Circuit, within 
thirty days after the date of service of such order a written petltjon praying 
that the order of the Corporation be modified, terminated, or set aside. A copy 
«f sneh petition shall ije forthwith transmitted by the clerk of the court to the 
Corporation, and thereupon the Corporation shall file In the court the record 
In the proceeding, as provided In section 2112 of title 28 of the United States 
Code. Upon the filing of such petition, such court shall have Jurisdiction, which 
upon the filing of the record shall, except as provided in the last sentence of said 
paragraph (1), be excluslTe, to affirm, modify, terminate, or set aside, in whole 
or in part, the order of the Corporation. Review of such proceedings shall be 
had as provided in the Administrative Procedure Act. The Jadgment and decree 
of the court shall be final, except that the same shall be Hubiect to review. by tbe 
Supreme Court upon certiorari as provided In section 1254 of title 28 of tfic 
United States Code. 

"(3) The commencement of proceedings for judicial review under paragraph 
(2) of this subsection shall not, unless specifically ordered by the court, operate 
as a stay of any order Issued by the Corporation. 

"(k) JuBisnicTiON AND ENFORCEMEiTT. — (1) Notwithstanding any other pro- 
vision of law. (A) the Corporation shall be deemed to be an agencv of the 
United States withiu the meaning of section 461 of title 2S of the United Stafies 
Code; (B) any civil action, suit, or proceeding to which the Corporation shall 
be a party shall be deemed to arise under the laws of the United States, and the 
United States district courts shall have original Jurisdiction thereof, without 
regard to the amount In controversy ; and (C) the Corporation may, without bond 
or security, remove any such action, suit, or proceeding from a State court to 
the United States district conrt for the district and division embracing the place 
where the same is pending by following any procedure for removal now or here- 
after in effect : Provided, That any action, suit, or proceeding to which the Corpo- 
ration is a party in its capacity as conservator, receiver, or other legal custo^Uan 
of an Insured State-chartered institution and which involves only the rights or 
obligations of Investors, creditors, stockholders, and such Institution under State 
law shall not be deemed to arise under the laws of the United States. No at- 
tachment or execution shall be issued against the Corporation or its property 
before final jndgment in any action, suit, or proceeding In any court of any 
State or of the United Slates or any territory, or any other court. 

"(2) The Corporation may, in its discretion, apply to the United States dis- 
trict court, or the United States court of any territory, within the Jurisdiction of 
which the principal office of the inatitutlon Is located, for the enforcement of 
any effective and outstanding notice or order issued by the Corporation under 
this section, and such courts shall have Jurisdiction and power to order and re- 
quite compliance therewith ; bnt except as otherwise provided In this section no 
court shall have Jurisdiction to affect by injunction or .otherwise the Issuance, 
or enforcement of any notice or order under this section, or to review, modify, 
suspend, terminate, or set aside any such notice or order. 

"(1) Repohtiso RKQT7IREMENT8 — f 1 ) WheuevcF a Change occurs in the out- 
standing voting stock of any insured institution which will result in control or a 
change In the control of such Institution, the president or other chief executive 
officer of such institution shall promptly report such facts to the Coriwratlon 
Upon otitalning knowledge of such change. As used in this subsection, the term 
'control' means the power to directly or Indirectly direct or cause the direction of 
the management or policies of the insured Institution. If there Is any doubt as 
to whether a change in ownership or other change in the outstanding voting 
stock of any insured institution Is sufficient to result In control or a change In 
the control thereof, such doubt shall be resolved in favor of reporting the facts 
to the Corporation. 

^(2) Whenever an insured Institution or an insured bank of the Federal De- 
posit Insurance Corporation makes a loan or loans secured (or to be secured) by 
26 per centum or more of the voting stock of an insured instltutton, the president 
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or otlier cliief execnttve officer of the leadinK Insured institution or Insared ban^ 
sball promptly report such fact to the Corporation upon obtaining knowledge of 
sncb loan or loans, except that no report need be made in those eases where the 
borrower lias been the owner of record of the stocit for a period of one year op 
more, or the' stock is of a newly organized Insured Inatltution prior to its opening. 

"(3) The reports required by paragraphs (1) and (2) of this subsection shall 
contain the following Information to the extent that It is known by the person 
making the r^wrt: (A) the number of shares involved, (B) the names of the 
sellers (or transferors), (C) the names of the purchasers (or transferees), (D) 
the names of the beneficial owners if the shares are of record In another name or 
other names. (B) the purchase price, (F) the total number of shares owned by 
the sellers (or transferors), the purchasers (or transferees) and the t>eneflcial 
owners both immediately before and after the transaction, and in the case of a 
loan, (G) the name of the borrower, (H) the amount of the loan, and (I) the 
name of the institution issuing the stock securing the loan and the number 
of shares securing the loan. In addition to the foregoing, such reports shall 
contain such other information as may be available to inform the Corporation 
of the effect of the transaetion upon control of the Institution whose stock is in- 
volved. The reports required by this subsection shall be in addition to any re- 
ports that may be required pursuant to other provisions of law. 

"(4) Whenever such a change as is described in paragraph (1) of this sub- 
section occurs, the Insured Institution involved shall report promptly to the 
Corporation any change or changes, or replacement or replacements, of its chief 
executire ofBcer or of any director occurring in the neit twelve-month period; 
including In Its report ft statement of the past and current business and profes- 
sional affiliations of the new chief executive officer or director. 

"(5) Without limitation by or on the foregoing provisions of this subsection, 
the Corporation may require insured institutions and individuals or other persons 
who have or have had any connection with the management of any Insured Insti- 
tution, as defined by the Corporation, to provide, In such manner and under such 
civil penalties (which shall be cumulative to any other remedies) as the Corpora- 
tion may prescribe, such periodic or other reports and disclosures as the Corpora- 
tion may determine to be necessary or appropriate (or the protection of investors 
or the Corporation. 

"(6) As used in this subsection, the term 'stock' means such stock or other 
equity securities or equity interests lu an Insured Institution or rights, interests, 
or powers with respect thereto, regardless of whether KUch institution Is a stock 
company, a mutual institution, or otherwise, as the Corporation may by regulation 
define for the purposes of this subsection. 

"(m) A sciLLABT PROVISIONS. — <1) In making examinations of insuFed institu- 
tions, examiners appointed by the Federal Home I oan Bank Board shall have 
power, on behalf of the Corporation, to make such esaminations of the affairs of 
all afijllates of such Institutions as shall be necessary to dliiclose fully the rela- 
tions between snch instltntions and their affiliates and the effect of such relations 
upon such institutions. The cost of examinations of such affiliates shall be 
assessed against and paid by the Institution. For purposes of this subsection, the 
term 'affiliate' shall have the same meaning as where Tised in section 2(b) of the 
Banking Act of 1933 (12 U.S.C. 221a(b) ), except that the term 'member bank" 
in said section 2(b) shall be deemed to refer to an Insured institution. 

"(2) In connection with examinations of Insured institutions and affiliates 
ttaereof, the Gorporaticm, or its designated representatives, shall have power to 
administer oaths and affirmations and to examine and to take and presenre 
testimony under oath as to any matter In respect of the aflJairs or ownership 
of any such Institution or affiliate thereof, and to Issue subpenas and subpenas 
duces tecum, and, for the enforcement thereof, to apply to the United States 
district court for the Judicial distrlat or the United States court In any territory 
In wliich the principal office of the Institation or affiliate thereof is located, or 
in which the witness resides or carries on business. Such courts shall have 
JnrisdlctlOTi and power to order and require compliance with any such subpena. 

"(S) In the course of or in connection with any proceeding under tMs section, 
the Corporation or its designated representatives, including any person desig- 
nated to conduct any hearing under this section, shall have power to administer 
oaths and affirmations, to take or cause to be taken depositions, and to Issue, 
revoke, quasb, or modl^ subpenas and subpenas duces tecum ; and the Corpora- 
tion is empowered to make rules and regulations with respect to any such pro^ 
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ceedlngg. The attendance of witoesaes and th« prodnctloD of docnmeida [«roTlded 
for In tbla fmbaectlon mar be required from aaj place in anr State or In any 
terrltorr at &ay de^gnated place where such pFoceedlng is being conducted. Any 
party to proceedings imder tbls section may apply to the United Statue DtatTict 
Court for the District of Columbia, or the United States diatrlet coort for the 
Judicial district or the United States court in any territory in which anch pro- 
ceeding la being couducted, or where the witness resides or carrlea on busioew, 
for mf orcement of any subpena or subpena duces tecum issued pursuant to this 
Bubaectlon, and suc^ courts shall have JurisdlctliHi and power to order and require 
CMnpliance therewith. Witnesses snbpenaed under this subsection shall be paid 
the same fees and mileage that are paid witnesses in the district courts ot the 
United States. All expenses of the Board or of the Federal Savings and Loan 
Insurance Corporation in connection with this section shall be considered as noor 
administratlTe expenses. Any court having jurisdiction of any proceeding insti- 
tuted under this section by an insured Inatitntion, or a director or officer thereof, 
may allow to any such party such reasonable expenses and attorneys' fees as It 
deems inat and proper ; and hu(^ expenses and fees siiall be paid by the Insti- 
tution or fnnn its assets. 

"(n) Sbrtice.— Any service required or authorized to be made by the Corpont- 
tlon under tbla section may be made by registered mail, or In sueb oth^ manner 
reasonably calculated to give actual notice as the Corporation may by r^ulatlon 
or otherwise provide. Copies of any notice or order served by tJie CorporatliHi 
upon any State-chartered institution or any director or officer thereof or other 
person participating tn the conduct of Its affairs, pursuant to the provisions of 
this section, shall also be sent to the appropriate State supervisory anthorlty. 

"(o) Notice to statd AOTHOBrriKS. — In connection with any proceeding under 
subsection (e), (f)(1), or (g) of this section Involving an insured State-chartered 
institution or any director or officer or other person participating in the conduct 
of its affairs, the CoriKiration shall provide the appropriate State supervisory 
authority with notice of the Corporation's intent to Institute such a proceeding 
and the grounds therrfor. Unless within such time as the Corporation deems 
appropriate In the light of the drcomstances of the case (which time must be 
gpeciSed in the notice prescribed in the preceding senteuce) satisfactory correc- 
tive action is effectuated by action of the State supervisory authority, the Corpo- 
ration may proceed as provided In this section : Provided, howmier. That no 
institution or other port? who is the subject of any notice or order issued by 
tbe Corporatioii under this section i^all have standing to raise the requirements 
of this subsection as ground for attacking the validity of any such notice or 

"(p) pENALnia. — (1) Any director or officer or former director or officer, 
of an Insured InstitutiMi or an Institation any of the accounts t^ which are in- 
sured, or any other perscHi, against whom there is outstanding and effective any 
notice or order (which Is an order which has become final) served uptm such 
director, officer, or other person under subaection (g) (3), (g) (4). or (h) of ttdi 
section, and who (A) particixiates in any manner In the conduct of th« aftalra 
of radi institution, or directly or indirectly solicits w procures, or transfus 
ttr attempts ta transfer, or votes or attempts to vote any proxies, consents, or 
anttaOTlBations in respect to any voting rights in such Institution, or (B) with- 
out the prior writtrai approval of the Corporation, votes for a dlrectcff of 
serves or acts as a director, officer, or employee of any insured institution, 
shall upon conviction be fined not more than |C,00a or imprisoned tor not 
more than one year, or both. 

"(2) Except with the prior written consent of the Coi-pwatlon, no person 
shall serve as a director, officer, or employee of an insured Institution who 
lias been convicted, or who Is hereafter convicted, of a criminal offense In- 
volving dishonesty or a brea<^ of trust For each willful violation of this pro- 
hibition, the institution involved shall be subject to a penalty of not more than 
JlOO for each day this prohibition is violated, which the Corporation may re- 
cover by suit or otherwise for its own use. 

"<q) DKiTiNiTioNs. — (1) As need In this section — 

"(A) The terms 'cease-and-desist order which has become final' and 'order 
which has become final' mean a cease-and-desist order, or an order, issued 
\ty the Corporation with the consent of the institution or the director or 
officer or other person concerned, or with respect to which no petition for 
review of the action of the Corpotat)<m has been filed and perfected In a 
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court of anneals aa specified In Bubaectlon (])(2) of this se<AIoii, or with 
reepect to which tbe actioa of tbe court in wblch aald petition Is so filed la 
not subject to further rerlew by the Supreioe Court of tlie United States In 
proceedings provided for In eal4 aubeectioii, or an order issued under sub- 
sectlon (h) of thia sectioji. 

"(B) The tenn 'territor?' lncli)des the Commonwealth of Puerto Rico, and 
aQ7 possession oC tho United Qtatea or any idace subject to the Jurisdiction 
of the United States. 

"(2) As used In suteectioa (f) of this eectloo, the term Inaolvency' means 
that the ^seets <it an iastitiitkiQ are le«s ttMs Its obUgatimis to Its credUora 
and others, Including its mentb^a. 

"(3) Aa used In eubaectlou (g) of this i section, the term 'violation' Indudes 
Trithout limitation any action (aloua or with another or <^erB) for or toward 
causing, bringing atwut, partkipating in, counseling, or aidlns or abetting a 
violation." ' 

TITLE II— PKOVIsioN, RBliATII^G TO TBM FBDBHAL DEPOSIT IN8UB- 
ANCB CORPORATION, THE BOARD OF GOVERNORS OP THE FEDERAL 
RESERVE SYSTEM, AND THE COMPTROLLER OF THE CURRENCY 

Sec. aoi. Paragraph (0> of subsection (J) of sectltm 7 of the Federal De- 
posit Insurance Act (12 U.8.C. 1817(J)(6) is repealed and section 3 of the 
Federal Deposit Insurance Act (12 U.S.C, 1813) Is amended by adding the fol- 
lowing new subsection (q) : 

"(q) The term 'appropriate Federal banking agency' shall mean (a) the 
Comptroller of Che Currency In the case of a national banting association or a 
District bank, (b) the Board of Governors of the Federal Reserve System in 
the case of a State member Insured bank (escept a District bank), and (c) 
the Federal Deposit Insurance Corporation In the case of a State nonmNubw 
insured bank (except a District bank)." 

Sec. 202. Section 8 of the Federal Deposit Insurance Act (12 U.S.C. 1818), 
is amended by redesignating subsections (b), (c), and (d) thereof aa (o), (p), 
and (g) and by adding after snbeectltm (a) thereof the following new subsec- 
tions (b) through (n), inclusive: 

"(b)(1) If, in the opinion of the appropriate Federal banking agency, any 
insured bank or bank which has Insured deposits is engaging or has engaged, or 
the agency has reasonable cause to believe that the bank is about to engage, in 
an unsafe or unsound practice in conducting the business ot such bank, or is 
violating or has violated, or the agency has reasouajble cause to believe tbat the 
bank is about to violate, a law, rale, or regulation, or any condition imposed In 
writing by the agency or any written agreement entered into with the ag^icy, 
the agency may issue and serve upoa the bank a notice of chafes in respect th^e- 
of. The notice shall contain a statement of the facts constituting the alleged 
violation or violations or the unsafe or unsound piactice or practices, and shall 
fix a time and i^ce at which e hearing will be held to determine whether an 
order to cease and desist therefrom ahouid issue against the bank. Such bear- 
ing shall be fixed for a date not earlier than thirty days nor later than sixty 
days after service of such notice unless an earlier or a later date Is set by the 
agency at the request ot the bank. Unless the bank shall appear at the hearing 
by a duly authorised representative, it shall be deemed to have consented to the 
issuance of the cease-and-desist order. In the event of such consent, or if upon 
the record made at any such hearing, the agency shall find that any violation or 
onsafe or unsound practice specified in the notice of charges has been estab- 
lished, the agency may Issue and serve upon the bank an order to cease and de- 
sist from any such violation or practice. Sucit order may, by {oovislons which 
may be mandatory or otherwise, require the bank and its directors, officers, em- 
ployees, and agents to cease and desist from the same, and, further, to take af- 
flrmative action to correct the conditions resulting from any such violation or 
practice. 

"(2) A cease-and-desist order afaall become efCectiTe at the expiratl<Mi of thirty 
days after the service of such order upon the bank concerned (except in the case 
of a cease-and-desist order Issued upon consent, which shall berome effective 
at the time specified therein), and shall remain effective and enforceable, as pro- 
vided therein, except to such extent as It Is stayed, modified, terminated, or set 
aside by action of the agency or a reviewing court. 
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"(c) (1) Whenever the appropriate Federal bankicg agency shall detemUne 
that the Tlolatiou or threateined Tiolation or the nnsafe or unaoimd practice or 
practicee, ^)eclflied In the notice of chaises served apon the bank pursuant to 
paragraph (1) of sabeection (b) of thle seMlon. or the contlmution thereof, 
is like)y to cause insolvenc}' or subBtautialdiSHLpetioii of assets or earnings of 
the bank, or is likely to otherwise seriously prejudice the Intertsts of Its deposi- 
tors, the agency may Issue a temporary order requliing the bank to cease and 
desist from any such violation or practice. Such order shall become effective 
upon service upon the bank and, unless set aside, limited, or suspended by a 
court in proceedings authorized by paragraph (2) of this subsection, shall re- 
main effective and enforceable pending the completion of the administrative 
proceedings pursuant to such notice and until such time as the agency shall dis- 
miss the charges specified in such notice, or If a cease-and-desist order is Issued 
against the bank, until the effective date of any such order. 

"(2) Within ten days after the bank concerned has been served with a t«n- 
porary cease-and-desist order, the bank may apply to the United States district 
court for tbe Judicial district in which the borne office of thR bank is located, or 
the United States District Court for the District of Columbia, for an Injunc- 
tion setting aside, limiting, or suspending the enforcement, operation, or etlec- 
ttvenesB rf'such-OTder peqdfng the completion of the administrative proceeding^ 
pursuant to the notice of charges served upon the bank under paragraph (1) of 
subsection (b) of this section, and such court shall have Jurisdiction to Issue sucb 
injunction. 

"(d) In t^e case of violation or threatened violation of, or failure to obey, a 
temporary cease-and-desist order issued pursuant to paragraph (1) of subsec- 
tion (c) of this section, the appropriate Federal banking agency may ai^ly In 
the United States district court, or the United States court of any territory, 
wilMn the Jarisdiction of which the home office of the bank Is located, for 
an injunction to enforce such order, and, if the court shall determine that titers 
has been such violation or threatened violation or failure to obey, it shall be 
the duty of the court to Issue such injunction. 

"(e) (1) Whenever, In the opinion of the appropriate Federal banking agency, 
any director or officer of an insured State bank (other than a District bank) has 
committed any violation of taw, rule, or regulation, or of a ceaae-and-deaist order 
whieh has become final, or has engaged or participated in any unsafe or unsound 
practice In connection with the bank, or has committed or engaged in any act. 
omission, or practice which constitutes a breach of hie fiduciary duty as sudi 
director or officer, and file agency determines that the bank has suffered or will 
probably suffer substantial financial loss or other damage or that the iuterests'of 
its depositors could be seriously prejudiced by reason of such violation or practice 
or breach of fiduciary dnty, and that such violation or practice or breach of fidu- 
ciary duty la one involving personal dishonesty on the part of such director or 
officer, the agency may serve upon such director or officer a written notice of Its 
Intention to remove him from office. 

"(2) Whenever, In the opinion of the Comptroller of the Currency, any director 
or officer of a national banking association or a District bank has committed aoy 
violation of law, rule, or regiUatlon, or of a cease-and-desist order which has be- 
come final, or has engaged or pari:lcipated in any unsafe or unsound practice In 
connection with the bank, or has committed or engaged In any act. omission, or 
practice which constitutes a breach of hla fiduciary duty as sncta director or 
officer, and the Comptroller determines that the bank has suffered or will prob- 
ably suffer substlantlal financial loss or other damage or that the interests of its 
depositors could be seriously prejudiced by reason of such violation or practice 
<«• breach of fiduciary duty, and that such violation or practice or breach of fldu- 
dary duty Is one Involving x>ersonal dishonesty on the part of such director or 
officer, the Comptroller of the Currency may certify the facts to the Board of Gov- 
ernors of the Federal Reserve System. 

"(3) Whenever, in the opinion of the appropriate Federal banking agency, any 
director or officer of an Insured State bank (other than a District bank), by con- 
duct or practice with respect to another Insured bank or other business institu- 
tion which resulted In substantial flnandal loss or other damage, has evidenced 
his personal dlahonesty and unfltneas to continue as a director or officer and. 
whenever, in the opinion of the appropriate Federal banking agency, any other 
person participating In the conduct of the affairs of an Insured State bank (other 
than a District bank), by conduct or practice with respect to such bank or other 
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iOBured bank or other business institution whicb resulted in substantial financial 
loss or other damage, has evidenced his personal dishonest; and unfitness tfl par- 
ticipate in the conduct of the affairs of such insured bank, the agenc; may serve 
upon such director, officer, or other person a writteu notice of Its intention to re- 
move blm from office and/or to prohibit his further participation in any manner in 
the conduct of the affairs of the banli. 

"(4) Whenever, In the opinion of the Comptroller of the Currency, any director 
or officer of a national banking association or a District bank, by conduct or 
practice with respect to another insured bank or other business Inatitutton which 
resulted in substantial financial loss or other damage, has evidenced his personal 
disiiouesty and unfitness to continue as a director or officer and, whfmever, in the 
opinion of the Comptroller, any other person participating in the conduct of the 
affairs of a national hanking association or a District bank, by conduct or prac- 
tice with respect to such bank or other Insured bank or other bosinesa institution 
which resulted in aubstautlal financial loss or otlier damage, has evidenced his 
l>ersonal dishonesty and unfitness to partidpat* in the conduct of the affairs of 
such bank, the Comptroller of the Currency may certify the facts to the Board of 
Oovernors of the Federal Reserve System. 

"(5) In respect to any director or c^cer of an Insured State bank (other than 
a District bank) or any other person referred to In paragraph (1) or (3) of thia 
subsection, the appropriate Federal banking agency may, if it deems it necessary 
for the protection of tie bank or the interests of i^ depositors, by written notice 
to such effect served upon such director, officer, or other person, suspend him 
from office and/or prohibit him from further participation In any manner in 
the conduct of the affairs of the bank. Such suspension and/or prohibition atiall 
become effective upon service of such notice and, unless stayed by a court in pro- 
ceedings authorized by subsection (f) of this section, shall remain in effect 
pending the completion of the administrative proceedings pursuant to the notice 
served under paragraph (1) or (3) of this subsection and until such time as the 
agency shall dismiss the charges specified in such notice, or, if an order of re- 
moval and/or prohibition is issued against the director or officer or other person, 
until the effective date of any sudi order. Copies of any such notice shall also 
be served upon the bank of which he Is a director or officer or in the conduct of 
whose affairs he has participated. 

"(6) In respect to any director or officer of a national banking asaoclation or a 
IHstrict bank, or any other person referred to in paragraph (2) or (4) of this 
subsection, the Comptroller of the Currency may, if he dei'ms It necessary for 
the protection of the bank or the interests of its depositiirs mat such director 
or officer be suspended from office or prohibited from further participation in any 
manner in the conduct of the affairs of the bank, certify the facts to the Board 
of Governors of the Federal Reserve System. 

"(7) In the case of a certification to the Board of Governors of the Federal 
Reserve System under paragraph (2) or (4) of this subsectltm, the Board may 
serve upon the director, officer, or other person involved, a written notice of ito 
Intention to remove him from office and/or to prohibit blm frwu further par- 
ticipation In any manner in the conduct of the afilairs of the bank. In the case 
of a certification t» the Board of Governors of the Federal Reserve System 
under paragraph (6) of this subsection, the Board may by written notice to 
such effect served upon such director, officer, or other person, suspend blm from 
office and/or prohibit him from further participation in any manner In the con- 
duct of the affairs of the bank. Such suspension and/or prohibition shall become 
effective upon service of such notice and, unless stayed by a court lu proceedings 
authorized by subsection (f) of this section, shall remain in effect pending the 
completion of the administrative proceedings pursuant to the notice served 
under the first aentence of this paragraph and until such time as the Board shall 
dismiss the charges specified In such notice, or, if an order of removal and/or 
prohibition is Issued against the director or officer or other person, until the 
effective date of any such order. Copies of any such notice shall also be served 
upon the bank of which he is a director or officer or in the conduct of whose af- 
fairs he has participated. For the purposes of this paragraph and paragraph 
(8) of tlUs subsection, the Comptroller of the Currency shaU be entitled in any 
uase involving a national banlt or a District bank to sit as a member of the 
Board of Governors of ttie Federal Resenve System and to participate in its de- 
liberations on any such case and to vote thereon In all respects as a member 
of snch Board. 
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"(8) A notice of Intention to remove a director, officer, or other person from 
office and/or to prohibit hie participation In the conduct of tlie affalra of an In- 
sured bank, shall contain a statement of the facts conetitutlns sronndB therefor, 
and shall fli a time and place at which a hearing will be held thereon. Such 
hearing- shall be fixed for a date not earlier than thirty days nor later than sixty 
days after the date of service of such notice, unless an earlier or a later date is 
Bet by the agency at the request of (A) such director or ofBcer or other person, 
and for good cause shown, or (B) the Attorney General of the United States. 
Unless such director, officer, or other person shall appear at the hearing in person 
or by a duly authorized representative, he shall be deemed to have consentGd to 
the issuance of an order of such removal and/or prohibition. In the event of 
Buch consent, or if upon the record made at any such hearing the agency shall 
find tliat any of the grounds specified in such notice has I>een established, llie 
agency may issue such orders of suspension or removal from office, and/or pro- 
hibition from participation in the conduct of the affairs of the bank, as it may 
deem appropriate. Any such order shall become effective at the expiration of 
thirty days after service upon such bank and the director, ofEcer, or other person 
concerned (except In the case of an order issued upon consent, which shall 1»- 
come effective at the time specified therein). Such order shall remain effective 
and enforceable except to such extent as It la stayed, modified, terminated, or 
set aside by action of the agency or a reviewing court. 

"(f) WltliiB ten days after any director, officer, or other person has been sus- 
pended from office and/or prohibited from participation in the conduct of the af- 
fairs of an insured bank under subsection (e) (5) or (e) (7) of this section, such 
direcior. officer, or other person may apply to the United States district court for 
the judicial district in which the home office of the bank is located, or the United 
States District Court for the District of Columbia, for a stay of such suspension 
and/or prohibition pending the completion of the a dmini strati ve proceedings pur- 
suant to the notice served upon such director, offieer, or other pereiHi under Bub- 
section (e)(1), (e)(3), or (e)(7) of this section, and such court shall have juris- 
diction to stay such suspension and/or prohibition. 

"(B) (1) Whenever any director or officer of an insured bank, or other person 
participating In the conduct of the affairs of such bank, is charged in any In- 
formation, indictment, or complaint Quthorized by a United States attorney, with 
the commission of or participation in a felony involving dishonesty or breach 
of trust, the appropriate Federal banking agency may, by written notice served 
upon such director, officer, or other perSMi suspend him from office and/or pro- 
hibit him from further participation In any manner In the conduct of the affairs 
of the bank. A copy of such notice shall also be served upon the bank. Such 
suspension aud/or prohibition shall remain in effect until such information, In- 
dictment, or complaint is finally disposed of or until terminated by the agency. 
In the event that a Judgment of conviction with respect to such offense Is entered 
against such director, officer, or other person, and at such time as such judgment 
la not subject to further appellate review, the agency may issue and serve upon 
such director, officer, or other person an order removing him from office and/or 
prohibiting him from further participation In any manner In the conduct of the 
afCalrs of the bank except with the consent of the appropriate agency. A copy of 
such order shall also be served upon such bank, whereupon such director or officer 
shall cease to be a director or officer of such bank. A finding of not guilty or other 
disposition of the charge shall not preclude the agency from thereafter Instituting 
proceedings to remove such director, officer, or other person from office an»i/or 
to prohibit further participation In bank affairs, pursuant to paragraph (1), (2), 
(3), (4), or (7) of subsection (e) of this section. 

"(2) If at any time, because of the suspension of one or more directors pursu- 
ant to this section, there shall be on the board of directors of a national bank less 
than a quonmi of directors not so suspended, ail powers and functions vested In 
or exercisable by such board shall vest in and be exercisable by the director or di- 
rectors on the board not so suspended, until such time as there shall be a quorum 
of the board of directors. In the event all of the directors of a national bank 
are snsjwnded pursuant to this section, the Comptroller of the Currency shall ap- 
point persons to serve temporarily as dii'ectors In their place and stead pending 
the termination of such suspensions, or until such time as those who have been 
Bospended, cease to be directors of the bank and their respective succesaors tBkt 
office. 
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"(h) (1) Any bearing provided for In this pnvtlon shall be beld In the Federal 
jndlclal district or in the terrltorr tn wblch the home office of the bank is located 
nnlesa the party afforded the bearing consents to another place, anij shall be con- 
ducted in accordance with the provisions of the Administrative Procedure Act; 
but Biicli hearing shall be private, unless a public hearing la agreed to by the 
party afforded the hearing and by the appropriate Federal banlcing agency. 
After such hearing, and within ninety days after the appropriate Federal bank- 
ing agency or Board of Governors of the Federal Reserve System has notified 
the parties that the case baa been submitted to It for final decision, It shall 
render Its decision (which shall include findings of fact upon which Its decisioit 
is predicated) and shall issue and serve upon each party to the proceeding an 
order or orders consistent with the provisions of this section. Judicial review 
of any anch order shall be eicluaively as provided in this subsection (h). Unless 
a petition for review la timely filed in a court of appeals of the United States, 
as hereinafter provided in paragraph (2) of this subsection, and thereafter until 
the record in the proceeding has been filed as so provided, the issuing agency 
may at any time, upon ench notice and in snch manner as it shall deem proper, 
modify, terminate, or aet aside any such order. Upon snch filing of the record, 
the agency may modify, terminate, or aet aside any such order with permission 
of the court 

"(2) Any party to the proceeding, or any person required by an order Issued 
under this section to cease and desist from any of the violations or practices 
Stated therein, may obtain a review of any order served pnrsnant to peragra^A 

(1) of this subsection (other than an order isaned with the consent of the bank 
or the director or officer or other person concerned, or an order issued under para- 
graph (1) of subsection (g) of this section) by the filing in the court of appeals 
of the United States for the circuit In which the home office of the bank is 
located, or in the United States Court of Appeals for the District of Columbia 
Circuit, within thirty days after the date of service of such order, a written peti- 
tion praying that the order of the agency he modified, terminated, or aet asid& 
A copy of sncli petition sliall tie forthwith transmitted by the clerk of the court 
to the agency, and thereupon the agency shall file in the conrt the record in the 
proceeding, as provided in section 2112 of title 28 of the United States Code. 
Upon the filing of such petition, such court shall have Jurisdictitm, which upon 
the filing of the record shall except as provided in the last sentence of said 
paragraph (1) be escluslve, to alBrm, modify, terminate, or set aside, in wliole 
or In part, the order of the agency. Review of such proceedings shall be had 
as provided in the Administrative Procedure Act. The Judgment and decree of 
the court shall be final, except that the same ahali be subject to review by the 
Supreme Court upon certiorari, as provided in aection 1254 of title 28 of the 
United States Code. 

"(3) The commencement of proceedings for judicial review under paragraiA 

(2) of this aubaection shall not, unless specifically ordered by the court, operate 
as a stay of any order issued by lie agency. 

"(I) The appropriate Federal banltlng agency may in Ita discretion apply to the 
United States district court, or the United States court of any territory, within 
the Juriedictlou of which the home office of the bank Is located, for the enforce- 
ment of any effective and ootatanding notice or order issued under this section, 
and auch courts shall have jurisdiction and power to order and require compli- 
ance therewith; but except as otherwise provided in this section no court shall 
tmve jurisdiction to affect by injunction or ottierwlse the issuance or enforcement 
of any notice or order under this section, or to review, modify, suspend, termi- 
nate, or set aside any such notice or order, 

"(j) Any director or officer, or former director or officer of an insured bank, 
or any other person, against whom there Is outstanding and effective any notice 
or order (which is an order which has become final) served upon such director, 
ofilcer, or other person under subaections (e)(5), (e) (7), (e)(8), or (g) of this 
■ection, and (1) participates in any manner in the conduct of tlie affairs of 
the bank Involved, or directly or indirectly solicits or procures, or tranters or 
attempts to transfer, or votes or attempts to vote, any proxies, consents, or 
authorizations in respect of any voting rights in such bank, or (il) without the 
prior written approval of the appropriate Federal banking agency, votes for m 
director, serves or acts as a director, officer, or employee of any bank, sliall upon 
conviction l>e fined not more than $S,000 or imprisoned for not more than cme 
year, or both. 
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"(k) Aa used In this section (1) the terms 'cease-and-desist order which has 
become final' and 'order which has become final' mean a cease-and-desist order, 
or an order, issued by the apprt^riate Federal banking agency with the consent 
of the bank or the director or officer or other person concerned, or with respect 
to which no petition for review of the action of the agency has been filed and 
perfected in a court of a^qieals as spedfled in paragraph (2) of subsection (h), 
or with respect to which the action of the court In which said petition is so filed 
la not subject to further review by the Supreme Gourt of the United State* In 
proceedings provided for In said paragraph, or an order issued under paragraph 
(1) of subsection (g) of this section, and (2) the term 'violation' includes wlOi- 
out limitation any action (aione or with another or others) for or toward caus- 
ing, bringing at>oiit, participating in, counseling, or aiding or aijetting a vioia- 
Uon. 

" (1) Any service required or authorized to be made by the appropriate Federal 
banking agency under this section may be made by registered mall, or in such 
other maimer reasonabiy calculated to give actual notice as the agency may 
by regolatiOQ or otherwise provide. Copies of any notice or order served by 
the agency upon any State bank or any director or oflJcer thereof or other person 
participating in the conduct of its affairs, pursuant to the provisions of this sec- 
tion, shall also be sent to the appropriate State supervisory authority. 

"(m) In connection with any proceeding under subsection (b), (c) (1). or (e) 
of this section involving an insured State bank or any director or officer or 
Other person participating In the conduct of its affairs, the appropriate Federal 
banking agency shall provide the appropriate State supervisory authority with 
notice of the agency's intent to institute such a proceeding and the grounds 
therefor. Unless within such time as the Federal banking agency deems aM>ro- 
priate In the light of the circumstances of the case (w^hich time must be specified 
in the notice prescribed in the preceding sentence) satisfactory corrective action 
Is effectuated by action of the State supervisory authority, the agency may pro- 
ceed as provided in this section : Provided, however. That no bank or other i»arty 
who is the subject of any notice or order issued by the agency under this section 
shall have standing to raise the requirements of this subsection as ground for 
atta-.king the validity of any such notice or order. 

"tn) In the course of or in connection with any proceeding under this sec- 
tion, the agency conducting the proceeding, or any memirer or designated repre- 
sentative thereof, including any person designated to conduct any hearing under 
this section, shall have the power to administer oaths and affirmations, to take 
or cause to be taken depositions, and to issue, revoke, quash, or modify subpenas 
and subpenas duces tecum; and such agency is empowered to make rules and 
regulations with respect to any such proceedings. The attendance of witnesses 
and the production o! documents provided for in this subsection may be required 
Irom any place in any State or in any territory or other place subject to the 
jurisdiction of the United States at any designated place where such proceeding 
is being conducted. Any party to proceedings under XMs section may apply to 
the United States District Couri: for the District of Columbia, or the United 
States district court for the judicial district or the United States court In any 
territory in whicb such proceeding is being conducted, or where the witness 
resides or carries on business, for enforcement of any subpena or subpena duces 
tecum issued pursuant to this subsection, and such courts shall have jurisdiction 
and power to order and require compliance therewith. Witnesses subpenaed 
under this sectiwi shall be paid the same fees and mileage that are paid wit- 
nesses in the district courts of the United States. Any court having jurisdiction 
of any proceeding instituted under this section by an insured bank or a director 
or officer thereof, may allow to any such party such reasonable expenses and 
and attorneys' fees as it deems just and proper; and such expenses and fees shall 
be paid by the bank or from its assets." 

Sbc. 203. Subsections (b) and (c) of section 10 of the Federal Deposit Insur- 
ance Act (12 U.S.C. 1820 (b>, fc)) are amended to read as follows: 

"(b) The Board of Directors shall appoint examiners who shall have power, 
on behalf of the Corporation, to examine any insured State nonmember bank (ex- 
cept a District bank), any State nonmember bank making application to become 
an insured bank, and any closed insured bank, whenever In the judgment of the 
Board of Directors an examination of the bank is necessary. In addition to the 
examinations provided for in the preceding sentence, such examiners shall have 
like power to make a special examination of any State member tiank and any 
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natioDftl bank or DiBtrict bank, whenever In the Judgment of the Board of Direc- 
tors such Bpetlal examination is necessary to determine the condition of any such 
bank for insurance purposes. In making examinations of insured banks, ex- 
aminers appointed by the Corporation shall have power on behalf of the Corpora- 
tion to malce such esaminations of the aHalrs of all affiliates of supb banks as 
shall be necessary to disclose fully the relations between such banks and tbeir 
affiliates andthe effect of such relations upon such banks. Each examiner shall 
have power to make a Oiorougti examination of all of the affairs of the bank and 
Its affiliates, and shall maice a full and detailed report of the condition of the bank 
to the Oorporation. The Board of Directors in like manner aball appoint claim 
agents who shall have power to investigate and esamine all claims for insured 
deposits. Bacb claim agent shall have power to administer oaths and affirma- 
tions and to examine and to take and preserve testimony under oath as to any 
matter In respect to claims for Insured deposits, and to issue subpenas and sub- 
penas duces tecum, and, for the enforcement thereof, to apply to the United 
States district court for the Judicial district or the United States court in any 
territory in which the main office of the bank or affiliate thereof is located, or in 
whicii the witness resides or carries on basiness. Such courts shall have Juris- 
diction and power to order and require compliance with any snch sobpena. 

"(c) In connection with esaminatlcms of Insured banks, and affiliates thereof. 
the appropriate Federal banking agency, or its designated representatives, shall 
have the power to administer oaths and affirmations and to examine and to take 
and preserve testimony under oath as to any matter in respect of the affaire or 
Ownership Of -any such bank or affiliate thereof, and to issue aubpenas and sub- 
penas duces tecum, and, for the enforcement thereof, to apply to the United 
States district court for the Judicial district or the United States court in any 
territory In which the main office of the bank or affiliate thereof is located, or 
in which the witness resides or carries on business. Such courts shall have Juris- 
diction and power to order and require compliance with any such sul^>ena. For 
purposes of this section, the term 'affillat«' shall have the same meaning as where 
used In section 2(b) of the Banking Act of 1933 (12 U.S.C. 221a(b) ) except that 
the term 'member bank' in said section 2(b) shall be deemed to refer to an 
Insured bank," 

Sec. 204. The first five sentences of section S(a) of the Federal Deposit Insur- 
ance Act (12U.S.C.lS18(a)) are amended to read as follows : 

"Sec. 8. (a) Any insured bank (except a national member bank or State mem- 
ber bank) may, upon not less than ninety days' written notice to the Corpora- 
tion, terminate its status as an insured bank. Whenever the Board of Directors 
shall find that an Insured bank or its directors or trustees have engaged or are 
engaging in unsafe or unsound practices in conducting the business of such 
bank^or is in an unsafe or unsound condition to continue operations as an insured 
bank, or violated an applicable law, rule, regulation or order, or any condi- 
tion imposed in writing by the Corporation or any written agreement entered 
Into with the Corporation, the Board of Directors shall first give to the Comp- 
troller of the Currency in the case of a national bank or a District bank, to the 
authority having supervision of the bank In the case of a State bank, and to the 
Board of Governors of the Federal Reserve System In the case of a State member 
bank, a statement with respect to such practices or violations for the purpose 
of securing the correction thereof and shall give a copy thereof to the bank. 
Unless soch correction shall be made within one hundred and twenty days, or 
such shorter period not less than twenty days fixed by the Corporation in any 
case where the Board of Directors in its discretion has determined that the 
Insurance risk of the Corporation is unduly jeopardized, or fixed by the Comp- 
troller of the Currency in the case of a national bank, or the State authority 
In the case of a State bank, or Board of Governors of the Federal Reserve System 
In the case of a State member bank as the case may be, the Board of Directors, 
H it ^all determine to proceed further, shall give to the bank not less than thirty 
days' written notice of intention to terminate the status of the bank as an 
insured bank, and shall fls a time and place for a hearing before the Board of 
Directors or before a person designated by it to conduct such hearing, at which 
evidence may be produced, and upon such evidence the Board of Directors aihall 
make written findings which shall be ctmclusive. If the Board of Director.^ shall 
find that any unsafe or unsound practice or condition or violation specified in 
such statement has been eetabllshed and has not been corrected within the time 
above prescribed in which to make such corrections, the Board of Directors may 
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order that the inanred statas of the bank be terminated on a date subsequent 
to Bni!b finding and to the ex[^atlon of the time upeclfled in such notice of In- 
tention. Unless the bank shall appear at the hearing by a dnly authorised 
representative. It Bball be deemed to have consented to the termination of its 
status aa an Insured bank and termination of such Btatus thereupon may be 
ordered. Any insured bank whose Insured status has been terminated by 
order of the Board of Directors under this subsection shall have the right of 
judicial reTlew of such order only to lie same extent as provided for the review 
of orders under subsection (h) of this section." 

Seo. 205. Subsection "Fourth" of section 9 of the Federal Deposit Insurance 
Act (12 U.B.O. 1819 "Fourth") is amended to read as follows: 

"Fourth. To sue and be sued, complain and defend, in any court of law or 
equity, State or Federal. All suits of a civil nature at common taw or In equity 
to which the Corporation shall be a party shall i>e deemed to arise under the 
laws of the United States, and the United States district courts shall have orig- 
inal jurisdiction thereof, without regard to the amount in controversy ; and the 
Corporation may, without bond or security, remove any such action, suit, or 
proceeding from a State court to the United States district court for the district 
or division embracing the place where the same is pending by following any 
procedure for removal now or hereafter In effect: Provided, That any such suit 
to which the Corporation is a party in Its capacity as receiver of a State bank 
and which involves only the rights or obligations of depositors, creditora, stock- 
holders, and sach State bank nnder State law shall not be deemed to arise under 
the laws of the United States. No attachments or execution shall be Issued 
against the Corporation or Its property before final judgment In any suit, action, 
or proceeding in any State, county, municipal, or United States court. The 
Board of Directors shall designate an agent upon whom service of process ma? 
be made In any State, Territory, or jurisdiction In which any insured bank is 
located." 

Sec. 206. Nothing contained in this title shall be construed to repeal, modi^, 
or affect the provisions of section 19 of the Federal Deposit Insurance Act (12 
U.S.0. 1829). 

Sec. 207. Section 30 of the Banking Act of 1933 (12 U.S.C. 77) is hereby 
repealed. 

Passed the Senate August 22, 1966. 

Attest: Emebt L. Frazikb, Secretary. 



[S. 36B5^ S9tb Cong., 2d BMB.] 
AM ACT To amend the Small BuslneSB Inveatment Act of l&SS, nnd for other purposes 

Be it enacted by the Senate and Sauae of Representatives of the United Btatet 
of America in Congress aagembled, That this Act may be cited as the "Small 
Bnsiness Investment Act Amendments of 1966". 

Sec. 2. Section 201 of the Small Bnsiness Investment Act of 1958 Is amended 
to read as follows : 

"EaTABUenUBNT OP aUALL BUSINESS INVESTUBNT DIVISION 

"Sec. 201. There is hereby established in the Small Business Administration 
a division to be known as the Small Business Investment Division. The Divisl(m 
shall be bended by an Associate Administrator who shall be appointed by the 
Administrator, and shall receive compensation at the rate provided by law for 
other associate administrators of the Small Bnsiness Administration." 

Sec. 3. Section 308 of the Small Business Investment Act of 1958 is amended — 
fl) by striking out the last two sentences of subsection (c) ; and 
(2) by Insertmg after subsection (e) the following new subsections: 

"(f) In the performance of and with respect to the functions, powers, and 
dutie<a vested bv this Act. the Administrator and the Administration shall (in 
addition to any authority otherwise vested by this Act) have the functions, 
powers and duties set forth in the Small Business Act, and the provisions of 
sections 13 and 16 of that Ait. insofar as applicable, are extended to the fnnc- 
tions of the Administrator and the Administration under tiia Act. 
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"(g) The Administration ahall Include In Its annual report, made pursuant 
to section 10(a) of the Small Bualness Act, a full and detailed account of Its 
operations under tbla Act Sucb report shall «et forth the amount of losses 
sustained by the QoTernment as a result of such operations duiing the preceding 
flacai year, together with an estimate of the total losses which the Qovernment 
can reasonably expect to Incur as a reenit of such operations during the then 
current fiscal year." 

Seo. 4. (a) Section 309 of the Small Business Investment Act of 1968 is 
amended by striklDg out the section heading and Inserting In lieu thereof the 
following : 

(b) Section 30&(a) of such Act la amended — 

(1) by Inserting "revoked or" b>:fore "suspended"; 

(2) by striking out In paragraph (1) "Administration, for the purpose 
of obtaining the license" and Inserting in lieu chereof "Administration"; 
and 

<3) by strllclug out in paragriiph (2) "for the purpose of obtaining tlia 
license,". 

(c) Section 309(b) of such Act is amended to read as follows: 

"(b) Where a licensee or any other person has not complied with any provi- 
sion of this Act, or any regulation issued pursuant thereto by the Administra- 
tion, or Is engaging or is about to engage in any acts or practices which constitute 
or will constitute a violation of such Act or regulation, the Administration may 
order such licensee or oUier person to cease and desist from sucb action or fallani 
to act The Admlni strati on may further order such licensee or other person to 
take such action or to refrain from such action as the Administration deems 
necessary to Insure compliance with the Act and the regulations. The Admin- 
istration may also suspend the license of a licensee, against whom an order has 
been issued, until such licensee complies with such order." 

(d) Section 309(c) of such Act Is amended— 

(1) by Inserting after "licensee", each place It appears, the following : "or 
other person" ; and 

(2) by Inserting before "suspending", each place It appears, the following: 
"revoking or". 

(e) Section 309(e) of such Act Is amended by inserting after "licensee", the 
first place it appears, the following : ", or other person against whom an order 
Is Issued,". 

(f) Section 309(t) of sucb Act la amended— 

(1) by striking out the first sentence and Inserting in ileu thereof the 
following : "If any licensee or other person against which or against whcHU 
aa order is issued under this section fails to obey the order the Administra- 
tion may apply Co the United States court of appeals, within the circuit 
where the licensee has Its principal place of business, for the enforcement of 
the order, and shall file a transcript of the record upon which the order 
complained of was entered."; and 

(2) by inserting "or other person" Iwfore the period at the end of the 
second sentence. 

Sec. 6. Section 310 of the Small Business Investment Act of 1058 is amended — 

(1) by striking out the s<!Ction heading and Inserting in lieu thereof 
"examinations and investigations" ; and 

(2) by Inserting "(a)" after "Sec. 310.", and by adding at the end thereof 
a new subsection as follows : 

"<b) Each small business Investment company shall be subject to examinations 
made by direction of the Administration by examiners selected or approved by 
the Administration, and the cost of such examinations, Including the compen- 
sation of the examiners, may in the discretion of the Administration be assessed 
against the company examined and when so assessed shall be paid by such com- 
pany. Every such company shall make such reports to the Administration at 
such times and in sucb form as the Administration may require; except that 
the Administration is authorized to exempt from making such reports any sncb 
company which is registered under the Investment Company Act of IIMO to tlM 
extent necessary to avoid duplication in reporting requirements." 
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Sec. 6. Section 311 of the Small Buslnees Investment Act of 1658 Is amended 
by adding' at tbe end thereof the following new subsection : 

"(c) The Ad ministration shall have authority to act as trustee or receiver of 
the licensee. Upon request by the Administration, the court may appoint the 
Administration to act in such capacity unless the court deems such appointment 
inequitable or otherwise inappropriate by reason of the special circumstances 
involved." 

Sec. 7. Title III of the Small Business Investment Act of 1958 is further 
amended by adding at the end thereof the following new sectlonB : 

"Sec. 313. (a) Whenever, in the opinion of the Administration, any director 
or officer of a licensee has committed any violation of this Act, or any regulation 
Issued thereunder, or of a cease-and-derfst order which has become final, or has 
commltteed or engaged in any act, omission, or practice which constitutes a 
breach of his fiduciary duty as such director or officer, and the Administration 
determines that the licensee has suffered or *111 prtiijfibly suffer subStKntlal 
financial loss or other damage or that the interests of the Administration could 
be seriously prejudiced by reason of such violation or practice or breach of 
fiduciary duty, and that such violation or practice or breach of fiduciary duty is 
one involving personal dishonesty on the part of such director or officer, the 
Administration may serve upon such director or officer a written notice of its 
intention to remove him from office. 

"(b) In respect to any director or ofllcer referred to in subsection (a), th^ 
Administration may, If it deems It necessary for the protection of the licensee 
or the interests of the Administration, by written notice to such effect served 
upon such director or officer, suspend him from office and/or prohibit him from 
further i>artlcipation in any manner in the conduct of the aB*aIrs of the licensee. 
Such suspension and/or prohibition shall become effective upon service of such 
notice and, unless stayed by a court In proceedings authorized by subsection (d); 
shall remain in effect pending the completion of the administrative proceedings 
pursuant to the notice served under subsection <a) and until such time as the 
Administration shall dismiss the charges specified In such notice, or. If an order 
of removal and/or prohibition la issued against the director or officer, until the 
effective date of any such order. Copies of any such notice shall also be served 
upon the Interested licensee. 

"(c) A notice of intention to remove a director or officer, as provided in sub- 
fiection (a), shall contain a statement of the facts constituting grounds therefor. 
and shall fix a time and place at wjilch a bearing will be held thereon. Such 
hearing shall be fixed for a date not. earlier than thirty days nor later than 
sixty days after the date of service of such notice, unless an earlier or a later date 
Is set by the Administration at the request of (1) such director or officer and for 
good cause shown, or (2) the Attorney General of the United States. Unless 
such director or officer shall at>peBr at the hearing in person or by a duly author- 
ized representative, he shall be deemed to have consented to the Issuance of an 
order of such removal. In the event of such consent, or If upon the record made 
at any such hearing the Administration shall find that any of the grounds speci- 
fied in such notice has been established, the Administration may issue such 
orders of removal from office as it deems appropriate. Any such order shall 
become effective at the expiration of thirty days after service upon such licensee 
and the director or officer concerned (except In the case of an order Issued iipon 
consent, which shall become effective at the time specified therein). Such order 
shall remain effective and enforclble except to such extent as It Is stayed, modified, 
terminated, or set aside by action of the Administration or a reviewing court. 

"(d) Within ten days after any director or officer has been suspended from 
office and/or prohibited from participation in the conduct of the affairs of a 
licensee under subsection (h), such director or officer may apply to the United 
States district court for the judicial district in which the home office of the 
licensee is located, or the United States District Court for the District of Colum- 
bia, for a stay of such suspension and/or prohibition pending the conipletl(m of 
the administrative proceedings pursuant to the notice served uiwn such director 
or officer under subnection (a), and such court shall have jurisdiction to stay 
such suspension and/or prohibition. 

"(e) Whenever any director or officer of a licensee Is charged in any informa- 
tion. Indictment, or complaint authorized by a United States attorney, with the 
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commission of or participation in a felony Involving dishonesty or breach of trust, 
the Adminiatration may, by written notice served upon such director or office, 
suspend him from office and/or prohibit him from further participation in any 
manner in the conduct of the affairs of the licensee. A copy of such notice shall 
«lao be served upon the licensee. Such suspension and/or prohibition shall re- 
main in effect until such Information, Indictment, or complaint is finally disposed 
of or until terminated by the Administration. In the event tliat a judgment of 
conviction with respect to such offense Is entered against such director or officer, 
and at such time as such judgment Is not subject to further appellate review, 
the Administration may Issue and serve upon such director or officer an order 
removing him from office. A copy of such order shall be served upon such 
licensee, whereupon such director or officer shall cease to be a director or officer 
of such licensee. A finding of not guilty or other disposition of the charge shall 
not preclude the Administration from thereafter Instituting proceedings 
to enspend or remove such director or officer from office and/or to prohibit him 
from farther participation In licensee affairs, pursuant to subsection (a) or (b). 

"(f) (1) Any bearing provided for in this section shall be held in tie Federal 
judicial district or in the territory in which the principal office of the licensee is 
located unless the party afforded the hearing consents to another place, and shall 
be conducted in accordance with the provisions of the Administrative Procedure 
Act. Such hearing shall be private, unless a public hearing Is agreed to by the 
party afforded the he^.rlng and by the Administration. After snch hearing, and 
within ninety days after the Administration has notified the parties that the case 
has been submitted to it for final decision, the Administration shaU render its 
decision (which shall include findings of fact upon which its decision Is predi- 
cated) and shall Issue and cause to be served upon each party to the proceeding 
an order or orders consistent with the provisions of this section. Judicial review 
of any such order shall be exclusively as provided in this subsection. Unless 
a petition for review is timely filed in a court of appeals of the United States, as 
hereinafter provided in paragraph (2) of this subsection, and thereafter until 
the record In the proceeding has been filed as so provided, the Administra- 
tion may at any time, npon such no^ce and in such manner as it shall deem 
proper, modify, terminate, or set aside any such order. Upon such filing of the 
record, the Admin la tration may modify, terminate, or set aside any such order 
with permission of the court. 

"(2) Any party to Bueh proceeding may obtain a review of any order served 
pursuant to paragraph <1) of this subsection (other than an order issued with 
the consent of the director or otBcer concerned, or an order issued under sub- 
section (e) ot this section), by filing in the conrt of appeals of the United States 
for the circuit in which the principal office of the licensee la located, or in the 
United States Court of Appeals for the District of Columbia Circidt, within 
thirty days after the date of service of such order, a written petition praying 
that the order of the Administration be modified, terminated, or set aside. A 
copy of such petition shall be forthwith transmitted by the clerk of the court to 
the Administration, and thereupon the Administration shall file in the court the 
record in the proceeding, as provided In section 2112 of title 28 of the United 
States Code. Upon the filing of such petition, snch court shall have jurisdiction, 
which upon the filing of the record shall, except as provided in the last sentence 
of said paragraph (1), be exclusive, to affirm, modify, terminate, or set aside. In 
whole or in part, the order of the Administration. Review of such proceedings 
shall be had as provided in the Administrative Procedure Act. "Hie judgment 
and decree of the court shall be final, except that the same shall be subject to 
review by the Supreme Court upon certiorari as provided in section 1254 of title 
28 of the United States Code. 

"(3) The commencement of proceedings for Judicial review under paragraph 
(2) of this subsection shall not. unless specifically ordered by the court, operate 
fls a stay of any order lf»ued by the Administration. 



"Sbc. 314. (a) Wherever a licensee violates any provision of this Act or 
regulation Issued thereunder by reason of its failure to comply with the terms 
thereof or by reason of its engaging in any act or practice which constitutes or 
will constitute a violation thereof, such violation shall be deemed to be also a 
Tiolation and an unlawful act on the part of any person (iiKiiidlng the Indlvldnal 
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officers, directors, or employees or agenta of euch Uceneee) who, directly or 
indirectly, anthorizea, orders, pHrtlcipates in, or causes, brli^s about, connselB, 
aide, or abets fn the commission of any acts, practices, or transactions wblcb 
constitute or will constltnte. In whole or in part, sncli vlolatioo. 

"(b) It shall be nnlawfal for any officer, director, employee, agent, or other 
partfiApant in the management or conduct of the affairs of a licensee to engage 
In any act or practice, or to omit any act, in breach of his fldneiary duty as ancb 
officer, director, employee, agent, or participant, if, as a result thereof, the 
licensee has suffered or Is In imminent danger of sntTerlng finan^al loss or otber 
damage. 

"<c) Except with tbe written consent of the Administration, It shall be nnlaw- 
fnl (1) for any person hereafter to take office as an ofHcer, director, or employee 
of a licensee, or to become an agent or participant In tbe conduct of tbe affairs 
or management of a licensee. If (A) he has been conTicted of a felony, or any 
other criminal offense involviDg dishonesty or breach of tmst, or (B) he has 
been fonnd i^villy liable In damages, or has been permanently or temporarily 
enjoined by an order, Judgment, or decree of a court of competent Jurisdiction, 
by reason of any act or practice involving fraud or breac* oi trust; or (2) for 
any person to continue to serve In any of the aboTe-deseribed capacities, if (1) be 
1b hereafter convicted of a felony, or any other criminal offense Involving dis- 
honesty or breach of tmst. or (li) he is hereafter found civilly liable in damages, 
or Is permanently or temporarily enjoined by an order, Jndgment, or decree of 
a court of competent Jurisdiction, by reason of any act or practice Involving 
fraud or breach of trust. 



"Sec. 315. A licensee which violates any regulation or written directive Isaned 
by the Administrator, requiring the filing of any regular or special report pur- 
suant to section 310(b) of tliis Act. shall forfeit and pay to tbe United States i 
civil penalty of not more than SIOO for each and every day of the continuance 
of the licensee's failure to flle such report, unless it is shown that snch faiiure 
■Is due to reasonable cause and not dne to willful neglect : Provided, That the 
Administration may by rules and regulations, or upon application of an Interested 
party, at any time prevlons to snch failure, by order, after notice and oppor- 
tunity for hearing, exempt In whole or In part, any small business Investment 
company from the provisions of this section, upon such terms and conditions and 
for such period of time as it deems necessary and appropriate. If the Adminis- 
tration finds that such action is not Inconsistent with the public interest or the 
protection of the Administration, The Administration may for the purposes 
of this section make any alternative requirements appropriate to the situation. 
The civil penalties provided for In this section shall accrue to the United States 
and may be recovered in a civil action brought by the Administration. 

"jurisdiction and service or process 

"Sbo. 316. Any suit or action brought under section 308, 309, 311, 313, or 315 
by the AdministratltHi at law or in equity to enforce any liability or duty cre- 
ated by, or to enjoin any violation of, this Act, or any rule, r^ulation, or order 
promulgated thereunder, shall be brought in the district wherein the licensee 
maintains Its principal office, and process In snch cases may be served in any dis- 
trict in which the defendant maintains its principal office or transacts business, 
or wherever the defendant may be found." 

Seo. 8. (a) Section 4(b) of the Small Business Act is amended by striking 
out "three Deputy Administrators" and inserting in lieu thereof "a Deputy Ad- 
ministrator and three Associate Administrators (including the Associate Ad- 
ministrator specified In section 201 of the Small Business Investment Act of 
1858)". 

(b) Such section Is further amended by adding at the end thereof the follow- 
ing: "The Depnty Administrator shall be Acting Administrator of the Ad- 
mlnlfrtratlon during the absence or disability of the Administrator or In the 
event of a vacancy In the office of the Administrator." 

(c)(1) Section 303(d) of the Federal Executive Salary Act of 19W is 
amended by adding at the end thereof the following: 

"(70) Depnty Administrator of the Small Business Admintatretlon." 
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<2) Section 30S(e)(ll) of such Act Is Bmeaaed by atrlklng out "Depatr 
Adntinlstrators of tbe Small BuBlnesB Admtniatratlon (4)" and InBertlng In 
lieu tbereof "AsBoclate Admlnlatrators at the Small Bnalneas Admlnlstntlon 



"^ 33S. Stock of small business Investment companies as collateral for loass 

"Whoever, being an officer, director, or principal sbarelu^der of any amall 
basLnesa investment company wbicb is licensed under tbe provisions of tbe 
Small Business Investment Act of 1958, knowingly offers any shares of stoc^ 
In such company as security for any loan to purchaie an interest In such 
company, aball be fined not more tban 910,000 or imprisoned not more tbaa 
one year, or botb. 

"As used in this section, the term 'principal shareholder' <^ any small busi- 
ness Investment company means a person who directly or indirectly owns, con* 
trols, or holds with power to vote, 10 per centum or more of the outstanding 
voting shares of such company. 

"This section shall not be construed to apply to any loan made prior to the 
efTective date of this section, to any such officer, director, or principal share- 
holder, unless, after tbe espiration of ninety days after sucb date, snch loan 
is secured in whole or In part by collateral conslBting of shares of stock In such 
company." 

(b) The analysis to chapter 17 of title IS, United States Code, is amended 
by adding at the end thereof a new item as follows : 

"888, Stock 0( imnll buBloess InveBtment companies ag collateral for loans." 

Sec. 10. (a) The table of contents of the Small Business Investment Act of 
1956 is amended — 

(1) by striking out the Items describing tbe contents of sections 309 and 
310 and Inserting In lieu thereof the following : 



and 

(2) by Inserting at the end of that part which describes tbe contents of 
title III the following new items : 

"Sec. 318. Removal or aatpensloo of dlrectora and oflleew of llcenaeee. 

"Sec. B14. Unlawful scte and omlaalona b7 offlcera, directors, emplOTMa, or agmta; bNoob 
of flduclBrj dutr. 



EvERx L. Fbaeibb, Seoretary. 

The Unoeb SaoairrAaT or the Tbsabdrt, 

Washington, D.O., Beptemher U, 1966. 
Son. Wbioht Fatuan, 

Chairman, Banking and Currency Committee, 
Boute of Representatives, 
Waghinffton, D.C. 

Deab Mr. Chairuatt : This Is In r^ly to your letter of September 14, 1966, in 
which you regnest the views of this Department on S. 31Ei8, a bill to strengthen 
tbe regulatory and supervisory anthorlty of Federal agencies over Insured banks 
and Insured savings and loan associations, and for other purposes. 

The President, In his January 1B60 Economic Report, stated that appropriate 
regulations are clearly required to protect the safety of savings of American 
families and to assure tbe most efQcient and equitable regulation of financial 
institutions. Among other measures, he recommended congresstonal action on 
flnanclal legislation to "arm regulatory agencies with a wider range of effective 
enforcement remedies." S. 31G8 would carry out this recommendation of the 
President. 

The proposed legislation would grant to the Home Loan Bank Board wltb 
respect to savings and loan assoclatlona, and to the bank superviaory agendes 
with respect to banks, the power to Issue cease-and-desist orders in any caae 
where an Institution has violated law or regulation or tias engaged In unsafe or 
unsound practices. It would also provide authority tor the r^noval, after a 
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hearing, of those ddrecDors or officers of institatioiiB who have conunibted viols- 
tlons ot law or regulation, or engaged in unsafe or imsoimd prances, or breached 
their fldaciary duty, t-'aiising substantial probable loss or damage to the institD- 
tiou, or serious prejudice to the interests oC depoaitors or shareholders, where 
sudi violation or practice or breach of duty is one involving personal dishoueci^ 
on the part of such director or officer. If the gravity of the cliargee warranted 
it, such directors or officers could be suspended pending tlie hearing. 

The proposed le^latlon is dimply designed to flu a gap in the procednmt 
that are now available to protect the savings of AmAH i-nn famlllee. The vast 
majorit; of oar banks and aavlugs end loan aaeociatlona are soundly managed 
and operated and are In excellent financial condltl^MU We must !ns^^e^ however, 
that there la no lack of legislative authority to enable the supervisory ag^icie« 
to deal promptly and efFectlvely with problem casee when they do arise. 

The principal amendment to the administration proposal adopted by the S&1< 
ate was a limitation of the removal authority to cases involving personal dis- 
honesty. This limitation is acceptable to the administration and we strongly urge 
prompt enactment of S. 3158 as passed by the Senate. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report and that enactment of S. 3158 would be consiateint with the ad- 
ministration's objectives. 
Sincerely yofira, 

Joseph W. Babx. 

FEDEstAi. Home Loan Bane Boabo, 
Washmgton, D.C^ September IS, 1966. 
Hon. Wbight Patman, 

Chatrman, Comm,ittee on Banking and Cnrrenoy, 
U.8. House of Bepresentatives. 

DcAB Mb. Chaibman : B«ference is ntade to a request from the staff of year 
committee for a report on 8. 3158, as passed by the Senate on August 22, 1966. 

Title I of S. 3158 would amend section 5(d) of the Home Owners' Loan Ajot 
of 1933 and section 407 of the National Housing Act. Its purpose la to strengtbrai 
and make more immediately effective the supervisory and regulatory authority 
of, among other agenclm, the Federal Home Loan Bank Board over ail savings 
and loan aaoociations under its jurisdttction, in order bo provide valuable addi- 
tional protection to a major sector of our financial system and to millions of our 
citizens who have entrusted their savings to IL 

Similar authority is requested, in title II of the bill, by the Federal banking 
agencies — the Federal Deposit Insurance Corporation, the Comptroller of the 
Currency, and the Board <^ Qovemors ot the Federal Reserve Syetemi — in their 



\. 3158 as passed by the Senate, although It contains several important modl- 
flcationa of the bill originally transmitted, is acceptable to and fully sapported 
by the Federal Home Loan Bank Board. 

Informal advice has been received from the Bureau of the Budget that there 
is no objection, from the standpoint of the President's program, to the sobmlssion 
ot this report. 
With kindest regards, I am. 
Sincerely, 

John El. Hobsk. 

BoABD ov GovEEHOBS or the 

Fedebal Rxsebve Systbu, 

Office ov the Ohairuait, 
Wathington, B.C., Septemfter tO, iBSe. 
Hod. Wbioht Patuah, 

Chairman, Committee on Bankino and Currenep, 
House of Repreientative*, 
Woihini/ton, D.C. 

Deak Mk. Chairman : This Is in reply to your request for a report on 8. SIRS, 
as passed by the Senate. 

As you know, the Board joined with the Secretary of Treasury, the Chairman 
of the Federal Deposit Insarance Corporation, and the Chairman ot the Federal 
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H<»iie Loan Bank Board In recommending enactment <rf S. 3158 aa Introduced. 
We now recommend favorable action on the bill as passed by the Senate. 

In exercising Its aupervlsory responsibilities with respect to State member 
banks, tbe Board bas found tbat for tbe most part quesdonable practices are 

corrected wheu broogbt to the attention of the officers or directors of tbe bank 
involved. In the exceptional caae where corrective action 1b not obtained In tbls 
fashion, the Board has available two basic enforcement procedures, both of 
nliicb are too severe and too cumbersome for use in an; but tbe most extreme 
cases. Under section & of the Federal Reserve Act, the Board may terminate a 
State bank's membersblp in tbe System, with a resulting loss of its deposit in- 
surance. Under section 80 of the Banking Act of 1983 the B<iard may remove an 
officer or director of & memijcr bank for continuing a violation of law or unsafe 
or unsound practice after baving been warned to stop It (where a national 
bank is involved, the proceeding must be initialed by tbe Comptroller, but tJie 
Board determines whether the individual should be removed). 

The provisions of S. 3158 anthorizing cease-and-dpsist oi'ders flll two im- 
portant needs : the need for an intermediate, less drastic means of enforcement 
than those now available, and the need for a sanction that can t>e employed 
promptly In emergency situations. Altbongh the Board has reservations about 
the Senate amendment limiting suspension and removal orders to cases involv- 
ing personal dlsboaeaty — an amendment tbat may prove unduly restrictive — we 
tielteve that the benefits to the public and the banking industry to be derived 
from tbe new cease-and-desist procedures outweigh any shortcomings in ttie 
suspension a ad removal procedures. 

Accordingly, we recommend prompt and favorable action on the bill. 
Sincerely yours, 

Wm. MoC. Mabtim, Jr. 

Febekal Deposit Iksueaptce Coepobation, 

Office op the Chairman. 
Washington, D.C., Septemh^ IS. t96G. 
Hon. Wmioht Patman, 

Ciialminii. Commiiti ■■ on Banking and Currency, 
House of Representatives, 
Washington, D.C. 

Dgab Mb. Chaibuan : Tliis is in response to your request for tbe views of tbls 
Corporation concerning S. 3158, 8!)th Congress, a bill to strengthen the regula- 
tory and supervisory authority of Federal agencies over Insured banks and 
insured savings and loan associations, and for other purposes, which was passed 
by the Senate on August 22, 1966. 

The purpose of this bill Is to give to the Federal supervisory agencies addi- 
tional statutory authority to enable them to move more quickly and effectively 
to require adherence to the law and cessation and correction of unsafe or 
unsound practices by Insured banks and savings and loan associations. 

The existing remedies bave proven Inadequate because they are too severe or 
so time consuming or cumbersome as to permit subHtautial injury before remedial 
action can be effected. While it contains numerous other improvements in 
existing law, the major provisions of the proposed legislation are ones which 
authorize two new intermediate remedies. Tbe first is the issuance of tem- 
porary and permanent cease-and-desist orders directed at violations of law 
or regulations or unsafe or unsound practices by insured Institutions. The second 
is the suspension and removal of directors and officers for violations of law or 
regulations, unsafe or unsound practices, or breaches of fiduciary duty, causing 
Bubntantiai financial loss or other damage and involving personal dishonest;. 

There are carefully drawn provisions with respect to administrative hearings 
and Judicial review which fully protect the rights of individuals and Insured 
institutions against whom action may be taken by the supervisory agencies. 
Also, the bill clearly recognizes tbe responsibility of the State supervisory 
agencies for action with respect to State-chartered institutions by providing 
for notice and an opportunity for action by them prior to the institution of pro- 
ceedings by the Federal agencies. 

This legislation would provide the basis for subRtantlal Improvement In the 
supervision of Insured banks and savings and loan associations. It is needed 
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to equip the Fertenil Bnpervisoty agencies better to protect the pabUc and, ac- 
cordiogly, this Corporation reconunendB Its enactment. 

The Bureau of the Budget haa adTised na that there is no objection to the 
submission of this report aud that the enactment of 8. 3158 would be In accord 
with the administration's objectives. 
Sincere!}' yours, 

K. A. Randau, C^airtaan. 

TIip Chairman. The most significant provisions in both S. 3158 and 
S. 36!)o are those for cease-and-desist orders and the suspension and 
removal of officers and directors. 

The Federal agencies consider this "must" legislation. And al- 
thniigli hearings were held in the Senate, the members of this com- 
mittee agreed that the sheer significance of these proposals plus the 
desire of interested parties to testify on certain controversial points^ 
require that we also have public hearings. 

So I am happy to welcome this morning Chairman Home, of the 
Feileral Home XoaJi Bank Board, who will testify on S. 3158, and 
Mr. Bernard L. Boutin, Administrator of the Small Business Admin- 
istmtion, who will testify on S. 3695. 

These are two able and distinguished public officials. Chairman 
Home, we will hear from you first. 

After we hear from you we will hear from Mr, Boutin and then 
the committee will interrogate the two of you because these bills have 
mufh in common. 

You may go ahead, Mr. Home. 

STATEMENT OF HON. JOHN E. HORKE, CHAIRMAN, PEDERAL HOME 
LOAN BANK BOARD; ACCOMPANIED BY KENNETH SCOTT, OEN- 
■ER&L COUNSEL 

Mr. HoBXE. Thank you, Mr. Chairman and other members of the 
,>imn»ittee. It is a privilege to appear before you today to testify on 
Itebalf ot the Federal Home Loan Bank Boaid, on the pending bill 
•* 3158 title I of which w-ould amend section 5(d) of the Home 
OwneW Loan Act of 1933 and section 407 of the National Housing 
Vet Its purpose is to strengthen and make more immediately effec- 
iive the supervisory and regulatory authoiity of, among other agencies, 
ihe Federal Home Loan Bank Board, over all savings and loan asso- 
n*nons under its ]'urisdiction, in order to provide valuable additional 
nrotection to a major sector of our financial system and to millions of 
\iir^oitizens who have entmsted their savings in it. 
^ Similar authority is requested, in title II of the bill, by the Federal 
tttitkinx agencies — the Fedeml Deposit Insurance Corporation, the 
^ pl^ler of the Currency, and the Board of Governors of the Fed- 
mI foeerve System — in their respective areas. 

TV Chairman. Off the record. 

, DiscusMon off the record. ) 

xif HoHNB. Let me emphasize, No. 1, that this industry durii^ 

-^ T«MS has grown tremendously. At the end of World War II, 
'•3d«B are approxunate figures, the total assets of this industry 
*2Sat $8 billion. 

*^*rtL|^ifleDt time the assets total about $130 billion. This growth, 
M^tt 5<I»*» "' coursej V the great influx of savings and the use 
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of these savings flows for a rapidly expanding housing market, brought 
some people mto the industry that have not always behaved appro- 
priately, and has created problems within the industry that make it 
necessary, in our opinion, for our legislation now to "be modernized 
in order to give us 20th-century supervisory authority to go along vrith 
this 20th-century industry, a very important financial entity insofar 
as our total economy is concerned. 

There are many changes other tlian those I briefly related that make 
it necessary, in our opinion, for us to liave the kind of intermediate 
authority which I am suggesting in legislation. 

Now we are not asking the Congress ftr additional final authority. 
We have enough final authority. We are asking for intermediate au- 
thority witli the hope that we would have less need to resort to the 
use of our final authority. 

Under existing legislation, in the case of the federally chartered 
associations, we only can start down a long road toward a corrective 
order or move in to take over the association itself. 

So far as State -chartered associations are concerned, our only en- 
forcement autliority is to terminate the insurance. In either case, so 
far as the Federals are concerned, if we move in and take them over or 
in the case of State-chartered associations if we cancel insurance, we 
have, for all practical purposes, put the association out of business. 

This is a pretty drastic course to follow and we follow it with re- 
luctance and we follow it only after persuasion and such authority as 
we presently possess will not do the job. 

On many such occasions we believe that if we had had intermediate 
autliority, the kind of authority that we are requesting under this I^- 
islation, we could have accomplished several desirSale goals. We 
could even have prevented some associations from reaching the terrible 
plight in which they are now situated. 

We could have prevented some associations from having to be 
closed during very recent years. 

And we could have effectively, much more effectively than is pres- 
ently tlie case, emphasized preventive supervision. We could get to 
associations in which obvious mistakes are being made, which we con- 
stantly now call to the attention of tlie board of directors or manage- 
ment, which we have no authority to correct except by persuasion — 
and sometimes persuasion simply does not work. 

We could get to these situations a great deal earlier and, I keep 
stressing, avoid liaving to use the final authority which is in existing 
law. Very briefly, we would do this in two ways. First, we would 
have the authority under this legislation to issue cease-and-desist 
orders. 

The authority to issue cease-and-desist orders is very carefully 
hedged, insofar as court protection is concerned. I would like to em- 
phasize at this point that we have tried to make sure that everyone has 
appropriate and full protection, so far as the hearing is concerned 
under administrative procedures and so far as being able to go to 
court for review is concerned. 

We anticipate and believe that the authority to issue cease-and-de- 
sist orders would take care of most of these problems. 

The other authority which we are requesting, antl this is limited 
much more than the authority to use cease and desist, as you gentle- 
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men will appreciate, involves the suspension and removal of manage- 
ment or directors. 

This has been narrowed down considerably in the present bill. 
Some would say it has been narrowed down too much. But under 
certain conditions, pertaining almost entirely to personal dishonesty, 
we would have authority under this proposed legislation to suspend 
or to remove officers or directors. 

The exercise of such authority would go through the full admin- 
istrative procedure, with hearing examinei-s, and would still be sub- 
ject to review in court. 

In order to be able to act more quickly in situations where it is 
obvious that we should, we also ask for temporary cease-and-desist 
authority and for suspension authority so far as the directors or the 
management are concerned. 

In each of these cases^ however, the defendant still would have the 
right to go to court within a 10-day period. If the court issues a stay, 
then our temporary cease-and-desist order or our suspension would not 
be effective. 

I want to emphasize that we are asking for suspension and tem- 
porary cease-and-desist authority because there are times when it is 
absolutely urgent that we be able to take limited action quickly rather 
than having to wait for a full administrative hearing or court action. 

I also want to emphasize that in either of these two temporair 
actions, the defendant can still go to court and if the court agrees with 
him, the court can stay our hands. 

We would not want, Mr. Chairman, as some have recommended, to 
have the very fact that someone goes to court automatically stop every- 
thing. This is where we are caught so much now, in one of our 
procedures for Federal associations, what we call section 5(d)(1). 
It has been so difficult to use that we have only employed it in about 
three cases. 

Now, Mr. Chairman, I am not giving some of the figures that I 
gave on the Senate side as to what our situation is, the numbers of 
cases and things of this sort. 

The Chairman. We have access to that information, Mr. Home. 

Mr, HoRXE, I want to suggest even there, Mr. Chairman, in fairness 
to this committee and in fairness to the Board and its staff, we did not 
give the Senate all the details that bear on this. So, if ihis committee 
would want later on to have an executive session and get facts and 
figures as to why we are asking for this legislation, I should be very 
glad to comply with that request. 

I want to say, sir, if I may, that during the 3 years I have been on 
the Board some of the most frustrating experiences I have had is seeing 
something happen that I know should not happen, something that I 
know is impairing the image of this industry as a whole, something 
that I know is not in the j)uolic interest, and yet not be able to do any- 
thing about it under existing authority. 

I might point out, sir, that two other members of this Board who 
have served in very recent years and who testified before the Senate 
Banking and Currency Committee gave similar expressions as to a 
feeling of frustration and unhappiness that they could not take the 
corrective action that should be taken. 
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One other point I would like to emphasize is that what we are talk- 
ing about is only 2 to 3 percent of this industry. I would not want to 
leave the impression that everybody in this industry by any means is 
acting improperly or that they don't react favorably to what the Board 
su^ests under existing examination procedures. 

What we are talking about is a small handful compared to the whole, 
but it is this small handful that has done this industry harm already, 
that has done the public interest harm already, and this kind of sit- 
uation is what we want to prevent under this legislation now before 
you, sir. 

(The complete statement of Mr. Home follows : ) 

Statement op John I 

It is a pricHege to appear before you today to testify, on behalf of tlie Federal 
Home Loan Bank Board, on tbe pending bill 8. 3158, title 1 of which would 
amend section S(d) of the Home Owners' Loan Act of 1933 and section 407 of 
the National Housing Act. Its purpose is to strengthen and make more im- 
mediately effective the supervisory and regulatory authority of, among other 
agencies, the Federal Home Loan Bank Board over all savings and loan associa- 
tions under its Jurisdiction. In order to provide valuable additional protection 
to a major sector of oar financial system and to millions of our dti^iens who have 
eotmsted their savings to it. 

Similar authority is requested. In title II of the bill, by tbe Federal banking 
agencies — the Federal Deposit Insurance Corporation, the Comptroller of the 
Currency, and the Board of Governors of the Federal Reserve System — in their 
respective areas. Aa this indicates, each of these supervisory agencies has 
encountered some common problems and come to have some common concerns. 
My testimony will be limited to our experience and problems with supervision 
of the savings and loan industry and the provisions of existing savings and loan 
law. The representatives of the Federal banking agencies will be glad, if de- 
sired, to speak to their side of this legislation and the reasons their experience 
has convinced them It Is needed. 

H.R. 14159 represents tlie form in which this legislation was transmitted to 
Congress on March 20, 1966, by the Secretary of the Treasury, the Chairman of 
the Board of Governors, the Chairman of the Federal Deposit Insurance Corpora- 
tion, aod myself. Hearings were held on the Senate bill, S. 3158. beginning on 
April 4, 1966, and ending May 19. S. 31^8 was reported by the Senate Banking 
and Currency Committee on August 18, 1966, with a number of amendments, and 
passed by the Senate by voice vote on August 22, 1966. It received the support of 
both the American Bankers Association and the U.S. Savings and Loan League. 

S. 3158 as pasBod by the Senate, although It contains several important modifi- 
cations of the hill originally transmitted, is in the view of the administration an 
effective and valuable piece of legislation and is acceptable to and fully sap- 
ported by the Federal Home Loan Bank Board. My references in this testimony 
will be to the provisions contained In the bill passed by the Senate, rather than 
tothe initial bill. 

For some of the reasons why, so far as the Bank Board is concerned, we par- 
ticipated in the transmission of this proposed l^slation and urged its early 
approval by the Congress, we can begin by looking at recent financial history. 
There has been a marked, indeed spectacular, shift in tbe position of the savings 
and loan business in this country. In 1934, when the Federal Savings and 
Loan Insurance Corporation was created by Congress, the savings and loan 
business possessed $6.4 billion in total assets. In the 11-year period to the end 
of 1945, the savings and loan industry showed a net gain of quite modest pro- 
portions, reaching the level of $8.T biuion in total assets. In the postwar period, 
however, the savings and loan industry entered upon an almost fantastic 18-year 
spurt in both size and earnings, fueled by prosperity and the prolonged boom In 
residential construction. At the end of 1963 the Industry had attained $108 
billion In assets, for a growth rate since 1945 that amotmted to doubling about 
every G years. 
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As the epectacular record of these years became widely appreciated, it drew 
Into the savings and loan business in some inntiinces the kind of operatora who 
were in eager pursuit of quick, short-run profits. However, beginning in the 
latter part of 1963 housing construction, and with it the savings and loan In- 
dustry as its major source of flnancing, entered a period of slack and of relative 
decline &a the pent-up demand of earlier years had at last become largely satis- 
fled. This mild decline in the honaing cycle subjected savings and loan Institu- 
tions to tests of a sort which they had for a long time not experienced. O^-erly 
optimistic estimates of sales or values were no longer being redeemed in a year 
or two by the pressures of growing demand and increasing levels of real estate 

The records and reports of the Federal Savings and I^oan Insurance Corpora- 
tion bear public witness to the consequences of theKe conditions. From Januarr 
1963 through July 7 of this year, 30 insured Institutions with assets aggregating 
approximately S975 million have been forced to merge for supervisory reasons 
or to go into some form of voluntary liquidation. In nine of these cases, and iu 
two additional cases in which assets were pnn-hased to prevent a default, the In- 
surance Corporation acquired assets totaling in excess of $150 million, with re- 
spect to which it is estimated losses will exceed $41 million. Under agreements 
in another two of these cases, the Corporation is liable for lo^es as actually 
sustained, up to a maximum amount of about $17 million. In another one of ib» 
above cafles, the Cor|)oration made a $48 million loan to prevent a default in 
the Institution. 

In additlrai to the forgoing, last year the Insurance Corporation also paid 
some $83 mlUion of insured savings accounts in an institution In which a receiver 
was appointed for the purpose of liquidation, and it is estimated that the Corpo- 
ration's loes in this case alone will be in excess of $19 million. And in the brief 
period since the first of Jnly of this year, we have begun the process of paying 
an estimated $34 million of insured savings accounts in two more Institutions 
for whose liquidation a receiver was appointed, and entered into an agreement 
to absorb loesee up to a maximum of $3 million in a third institution. Over the 
last 3^ years, therefore, the Corporation has incurred liabilities or estimated 
losses aggregating at least $80 million from problem cases. 

Although these figures are quite lan^e enough to be a source of concern, they 
are not so large as to strain the resources of the Insurance CnrYx>ratlon to meet 
them and to protect the public. We would indeed be derelict if we waited until 
we were anywhere near sucli a point before coming to the Congress and acquaint- 
ing it with the causes of our concern. To complete our presentation to you as we 
aee it, hoiwever, we muat do more than review the history of tie last few years. 
We shonld also look ahead, to the estent that we can, based upon our curr^ 
knowledge of the state of the Industry as reflected in examination reports. 

I will not take your time today to repeat some of the figures on problem insti- 
tutions that 1 reviewed in my Senate testimony, except to note that the picture 
1b not any better than when 1 testified in April. Indeed, the major new develop- 
ment since then is adverse— the sharply rising cost to associations of money, 
whether dixectly in the rate paid on savings or Indirectly in the yield on Federal 
Home Loan Bank obligations and the concomitant cost of bank sysitem advances 
to members. The speed with which associations' money costs have risen is not 
matched by their rate of increase in portfolio yield, since home mnrtj^gea are a 
relatively long-term investment. The predictable consequence, in the monUis 
ahead, is going to be a sharp squeeze on both liquidity and earnings, to which 
some will be tempted to respond with practices that are in the long run ansonnd 
and unsustainable and injurious to their net worth. 

The situation Is one which givee me genuine concern, a concern which I am 
aware many of the members of this committee share. If the committee enter- 
tains any serious doubt as to the extent of the need for more effective and work- 
able supervisory authority I would be glad to testify further on this point in 
executive session. Perhaps It Is enough for the momwit to assure you that we 
have had good reason to take a hard look at the techniques and effectiveness 
of supervision, and to consider how they might be improved. 

That leads me into some comments on the present legal strncture witliin whii4i 
supervision muat operate and to an analysin of its shortcomings. To keep thM« 
matters within their proper perspective, I should note that supervision ot finan- 
cial institutions is predominantly a process of evaluation of examination reports 
and of discussion and persuasion. When the examiners find a situation or prac- 
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tloee that our experience over many years and wiUi many lnstltntlaua leads as 
to believe are nnaomid, tlie problem Is brought to the attention of the Institution's 
officers and dlrectiK^ for coDsideraUon, explanation, and correction. Sup^ri^oa 
works, In actual operation, mostly throug'li discussions and letters and confer- 
ences — and In the overwhriming majority of instances nothing more is needed. 
To a large degree, after all, supervision and management have a shared interest 
in obtaining sound, efficient, and prudent operation. 

But, to be sure, this is not always so. In any large number of pereons or instl- 
tuttons. there will be some who are foolish or Inept or recalcitrant or even crim- 
inal. In such cases, when its powers of persuasion are exhausted or ineffectual, 
supervision must look to Its authority and remedies under the law. 

Here I should note, as the members of this committee are aware, that the 
Federal Home Loan Bank Board has in practice derived Its supervisory authority 
from two different sources. The Board is responsible by law for the chartering 
and regulation of Federal savings and loan associations, and derives Its super- 
visory authority over them from section 5(d) of the Home Owners' Iioan Act. 
As the operating head of the Federal Savings and Iioan Insurance Corporation, 
the Board is also responsible for safeguarding the interests of the Corporation 
against undue rislc of loss arising from improper practices in tbe operation of 
insured Institutions, both State and federally chartered. The Board's enforce- 
ment authority for Insured institutions derives from section 407 of the National 
Housing Act It Is these two sections tbat I shall eiamlne more closely. 

Section 5(d) contains two procedures whereby the Board can attempt to 
achieve compliance with the law or regulations or sound practices by a Federal 
association. In effect, they often give the Board a choice l>etween futility and 
seizure. Let me explain thait ctraclusion a bit further. 

Under the section 5(d) (1) procedure, if there is a violatlcm of law or rela- 
tion the Board Is required to give the association a written notice of the facts 
Involved and a 30-day period to make correction. After this 30-day period, it 
the Board determines to proceed further or finds there has not been a correction 
(if indeed the situation is of a kind where correction is possible), then there is 
a second notice followed by an administrative hearing. However, within that 
30-day period the association is afforded the right to go directly into a U.S. 
district court, in which case the entire controversy is thereafter in the hands of 
the Judiciary. 

That would put the supervisory responsibility in the hands of district court 
judges throughout the country, whether they are familiar with the function- 
ing of financial institutions or not. rather than in the hands of the agency 
that has overseen the soimd operation of thousands of savings and loan in- 
stitutions for over three decades. But even that fragmentation of responsibility 
for the system among men unfamiliar with its nature is not the most serious 
shortcoming of this procedure. As any litigant with the desire and resources 
well knows, the safeguards of the Judicial process can be used to delay the 
final result for periods of many years. In one such case that was commenced 
In January 1062, some 3 years were spent in motions and esteiided pretrial dis- 
covery procedures. 

Thus section 5(d)(1) may lend Itself to leisurely determination of contro- 
versies that are in no way pressing, but I believe it Is fairly obvious that the 
section is 111 suited to securing prompt correction of irregular practices or 
unsafe operations. 

Section 5(d)(2) goes to the opposite pole and provides the Board with a 
procedure to appoint a conservator or a receiver, or in an emergency a super- 
visory representative in charge, to take custod.v of an association and operate 
It. Furthermore, the grounds for invoking this procedure are broad : they 
Include any violation of law or regulation and unsafe or unsound operation, as 
well as Insolvency or the concealment of the Institution's hooks or affairs. The 
problem here Is not that the Board cannot take action that is both prompt and 
effective; seizure of an association certainly meets both of those standards. 
The difficulty Is rather that the ultimate nature of the remed.T has made it 
inappropriate, in the view of the Board, to use it readily or prematurely. 

To summarize, then, if persuasion and discussion do not correct the problem, 
in the case of a Federal association the Board must make a choice between 
letting the matter ride, commencing a slow determination of whether the as- 
sociation is in violation, or moving to take complete control of the institution. 
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In oar vleir, it is obvioua indeed tliat some effective intermediate remedies are 
needed to fill what is at preaeat a very wide gap in our legal gtrnetnre. 

Tarning to the sitnation of insured State-chartered institutlima, which is 
really the core of our difScultles, section 40T of the National Honslng Act 
provides a procedure for termination of insnranee of accounts. Termination of 
Insurance is the only enforcement power the Insurance Corporation possesses 
over State institutions. And here tlie dilemma confronting the Board is pap- 
tieularly acute. Termination of insurance is a drastic remedy, for it ia most 
likely to destroy all public confidence in the institution and lead to Its demise. 

At the same time, as a means of protecting the Insurance Corporation, it is a 
remedy of dubious value if it actually has to be used. The progress of a ter- 
mination proceeding through notice, 120-day correction period, hearing, recom- 
mended de<ri9ion, and decision by the Board consumes many months, and it 
may be further prolonged through court appeals. In its entirety the process can 
consume years. And If, at the end of the line, a termination order finally be- 
comes effective, then the Insurance Corporation remains liable on existing ac- 
counts for 2 more years, no matter what happens to the association or how 
badly its affairs are further mangled. 

I hope I have succeeded in indicating why we have found that we need ways 
to correct practices or to resolve controversies without waiting so long or havii^ 
so much at stake. If the savings and loan Indu.stry and the Insurance Corpo- 
ration are to be iteriodlcally subjected to elements of stress such as we are now 
experiencing, we believe It essential that we be provided with the appropriate 
statutory power to undertake preventive supervision. We believe that our legal 
remedies should be designed with more of an eye to preventing or lessening 
losses, rather than being confined to the grim chore of taking over or canceling 
the insurance of institutions ruined beyond repair. 

The proposed legislation which has been transmitted to you undertakes to 
supply the flnaneial regulatory agencies with effective Intermediate remedies 
to close the gap I have described, I shall not take time In this statement to 
recite in detail the grounds and procedures that are spelled out in the bill 
Itself. For an extensive summary, I would refer you to the section-by-secticai 
analysis which accompanied the Senate committee report on the bill. Addi- 
tioually. I shall be glad to have the Board's General Counsel and membera of 
our legal and supervisory offices work with the committee and its staff on any 
details of the bill to whatever extent you may desire. I shall try here merely 
to indicate In general terms the nature of the remedies we propose and bow we 
believe they might be employed. 

Our underlying premise, to reiterate, is that there la definite need for the 
provision of new and effective intermediate remedies, more limited in impact 
and more readily employed. This bill would provide such lesser remedies ot 
two sorts : first, cease-and-desist authority and second, provision for removal or 
suspension of an officer or director. 

The new general-purpose remedy would be the cease-and-desist authority. The 
ground for a cease-and-desist order would be violation of law or regulation or 
the commission of unsafe or unsound practices. Following notice and the hold- 
ing of a full hearing on the record before an independent hearing examiner, an 
order could he Issued by the Board which would become effective after 30 daya. 
If during that 30-day period an association wished to appeal to a court of ap- 
peals, it could do so, and obtain judicial review of the Board's action. 

The grounds to remove or suspend an officer or director are much more closely 
hedged, and there can be no douht that this remedy would be less often employed. 
Even though there were a violation of law or regulation by the person in question 
or the commission of unsafe practices, the Board could not commence a removal 
proceeding unless it also found that the association would Incur substantial Ion 
or damage from such violation or practice. The Senate narrowed this remedy 
even further by restricting it to cases of personal dishonesty, so that incom- 
petence — no matter how gross — could not be dealt with by removal. That is ti 
major substantive limitation upon the etfeetiveneRS of this portion of the bill. 

In other words, only where the officer or director may infiict substantial finan- 
cial injury on the Institution as a result of misconduct amounting to personal dis- 
honesty would this remed.v be available to the Board. Since what we are pri- 
marily neeking here is some answer to the devastation that can be visited upon 
an institution by a faithless manager, we view the Senate amendment of this 
section as reasonably acceptable in the context of a generally effective bill and 
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are not rcquescins restoration of tbe original broader provision. For the same 
reason, we also provide for anepension of an officer or director wbo is indicted for 
cominisalon of a felony involrlng disboneety or breacli of tniet, and for bis removal 
if convicted. And there Is anotber provision to try to catcb up with tbe kind of 
person who operates behind the scenes and moves on from one Instltntion to tlie 
next. 

We have aeen such situatlone as these in recent years, and we feel an obligation 
to do whatever we can to prevent snch occurrences in the future. I know that sta- 
tistics sometUnefl lack life, so let me describe one of these cases to joa In a little 
detail. 

In 1961 the Beverly Savings & Loan Association in Chicago, 111., converted from 
mutual to capital stock, tbe majority of wlilcb was issued to and controlled by 
the association's chairman of the board. The association undertook a prograia 
of rapid increase of savings capital, accomplished through the use of money 
brokers to an extent that violated the regulations of the Insurance Corporation. 
The association's savings accounts Increased from $2.2 million at the t>eginn!Dg 
of 1961 to $X0 million at the end of tbe year and $27 million a year later, for a 
erowth of over 1,200 percent In the 2-year period. These funds were invested 
mostly in high interest rate, high fee loans, often in complex transactions where 
the records were inadequate to reveal the full facts and portions of the trassactitm 
were hidden in outside escrows or by other devices. 

In addition, association officials began making substantial and escessive loans 
that redounded to their own benefit, in one instance by tbe device of making loans 
totaling more than $1 million to the manager of another savings and loan asso- 
ciation who returned the favor. The chairman of tbe board con.'^tructed an office 
building, part of which be rented to the association under a 20-year lease at an ex- 
travagant rent. To help build the building, hu took $1.1 million of association 
funds under the guise of leasehold improvements, which he had, therefore, no 
Obligation to repay ; he also decided It would be nice to have 4 years' rent In ad- 
vance, and helped himself to another half million dollars for that 

These transactions were revealed by an examination in early 1963, and the 
Bank Board issued a 120-day letter to commence a termination-of-insurance pro- 
ceeding on July 19, 1963, which was all that it had the authority to do. On Octo- 
ber 1. 1963, after the aaaociation was unable to pay its regular savings dividend, 
the State supervisor took custody, and tbe association was placed in voluntary 
liquidation. The board chairman was Indicted In a U.S. district court on four 
counts of willful misapplication and fraudulent disbursement of funds, and sul»- 
seqnently found guilty on all counts. On appeal, the indictment wna ruled im- 
properly drawn and the counts improperly joined, so tbe case was sent back for 
a new trial. Meanwhile, however, the Insurance Coritoratlon had had to expend 
over $32 million in connection with the voluntary liquidation of Beverly, $8.4 
million of which is now estimated will never be recovered. The provisions of this 
bill could help in many ways in a case of this sort— and it is by no means unique. 

This ca% history may help make clear an important point — the cease-and-desist 
proceeding and the suspension-removal proceeding are not alternative ways of 
handling the same sort of problem. i)ut are designed for quite different kinds of 
situations. When we leam Of transactions showing that the person or group 
in control of an institutitm is lackint; in the fundamental integrity demanded by a 
position of public trust and responsibility for millions of dollars of other peoples' 
savings, that person should be removed from office. It is both inappropriate and 
ineffectual to chase after him with cease-and-desist orders, telling him to stop 
robbing the association by one device but leaving him free to think up other 
maneuvers, as in the Bcverlp case, and use them for a while. 

On the other hand, if the question involves not management's hone«(ty but Its 
judgment or interpretation, a cease-and-desist proceeding against tbe Institution is 
a proper and suitable way to resolve the controversy. 

The point I want to stress is that these two remedies do not really cover the 
same ground. They are addressed to different situations and one Is not likely to 
be a very effective substitute for tbe other. There can be no doubt that cease 
and desist would be more generally useful and more commonly employed, but 
without removal powers we would be tmable to deal effectively with persons who 
are few in number, fortunately, but can do millions of dollars of damage. 

Over tlie last 3 years, In the Insurance cases I mentioned at the beginning of 
this statement, 17 other persons have been so far Indicted for willful misapplica- 
tion of funds of problem insdtntlonB. Twelve of the seventeen have been con- 
victed, four have pleaded gnilty, and one has been acquitted. The estimated 
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cost to the Insurance Corporation for the Institutlone with which those pexacatB 
were connected is ^ million. Additional cases have been referred to the De- 
partment of Justice and are still in the process of inTestigatlon. 

As will be clear from consideration of the teit of the bill, these new and leesw 
remedies of cease and desist or removal can be issued only on the basis of a full 
hearing, conducted nnder the Administrative Procedure Act by an independent 
hearing officer. Likewise, any such order is sabject to judicial review in the 
appropriate court of appeals. This proeediire is fair, and fully embodies the 
safeguard of Judicial review against any fear of arbitrary or unreasonable ad- 
ministrative action. 

At the same time, it must be evident that such procedure and review can be 
time consuming, and that this poses dangers not to be taiien lightly In the 
supervision of institutions and persons entrusted with the savings of more than 

39 million account holders throughout the country. Therefore, to make sure 
that these new remedies are eCFective as well as Intermediate, provision is made 
(or the issuance when needed of a temporary cease-and-desist order or a snsjten- 
sion order, during the pendency of the administrative hearing. These provi- 
sions are absolutelj vital, for they permit prompt action when the situation 
brooks no delay. The bill confines such immediately effective orders to situa- 
tions where the violation or practice threatens substantial financial damage to 
the association. As noted, such orders are limited in duration to the period of 
the administrative bearing and proceedings, but even so, provision is made that 
such temporary orders can be modiBed or set aside npon application to the dis- 
trict courts. 

We have been conscious throughout this bill of the need to consider, and bal- 
ance, both the essentiality in the public Interest of prompt and effective action 
when warranted and the traditional respect of our legal system for protection 
of individual Interests by provision of opportunity for hearing and judicial re- 
view. As a matter of fact, there can be no doubt that the approach of this bill 
markedly Increases the role of Judicial review in the process of supervision of 
financial Institutions. At the same time, the Board believes it essential for the 
supervisor}' agencj' that esamines and Is familiar with the developments in a 
financial institution to be able to Judge when action Is necessary and what action 
Is appropriate, and to act promptly if the matter Is urgent Money Is the stodt 
in trade of a financial institution, and no business ha« a kind of merchandise more 
susceptible to rapid dissipation. 

We have also been conscious, in drafting this bill, that under our dual system 
the primary responsibility for supervision of State^^hartered financial institutions 
lies on the State authorities. We have no quarrel with that concept, and would 
expect In the future as in the past to work in close consultation with State super- 
visory agencies and to rely on them fully when they are able and willing to 
undertake effective action. At the same time, our experience — which I would 
be quite willing to provide the committee in specific terms if desired — has made 
evident the need at times for a second line of defense, in the hands of the Federal 
insuring agency. Our objective is quite simply an effective backup capaci^ 
when needed, and hence we do not object to the amendments adopted by the 
Senate to assure State authorities of notice and opportunity for action or ob- 
jection on their part before we commence a proceeding Involving an Insured 
State Institution. 

This bill contains some lesser provisions which we hope will also be usefal. 
For example, there is a provision for notification of change in control of an 
insured institution that is along the lines of Public Law 88-593, enacted in the 
last Congress to cover banks insured by the Federal Deposit Insurance Corpora- 
tion. Another most helpful provision would afford the Board's examiners 
sufficient authority for more effective performance of their vital functions. 

In conclusion, let me emphasize that the adequacy of supervision over the 
savings and loan Industry has become a matter of no small consequence to the 
economy of our country and the protection of the public. As of June 30, 1066, 
there were 4,514 Insured institutions with assets of more than $127 billion and 
savings accounts of about $108 billion. Last year the savings and loan Industry 
made over $23 billion In new mortgage loans and accounted for about 43 percent 
of the financing of 1- to 4-famlly homes. As It has watched developments 
over the last few years, the Board has become convinced of the need to take, and 
to enforce if necessary, earlier action to prevent dubious practices and indi- 
viduals from doing millions upon millions of dollars of damage in a few short 
years or even months, possibly mounting to dimensions that could bring an entire 
system into needless question. 
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Our present statutory tools are prindpally thoae of last resort — the take- 
over of a Federal association under section n(il) or tlie termination of insor- 
ance of a State assodatton under section 407. The Federal bankinsr ajcencies 
find themselves in a similar position. What we are eeeking is the poasibiUty 
of acting effertlvely but in more limited ways — ways ithat may prevent deteriora- 
tion of a precarious situation or forestall greater ultimate loss. 

Onr present tools are blunt and massive and not well designed for use is a 
campaign of prerentlve supervision. Should we continue to have no alternative, 
I suppose we should have to consider using custody or termination proceed- 
ings in a freer way and at earlier stages than we have so far believed appropri- 
ate. This bill wonid provide alternatives which are both appropriate and timely, 
and I speak the unanimous conviction of the members of the Federal Home Loan 
Bank Board In urging iti> enactm^it. It reflects serious study and consideration 
based on the Board's actual experiences, over a long period of time, in dealing 
with supervisory problems and endeavoring to saf^tuard the interests of the 
public, the savings and loan business, and the Insurance Corporation. 

I have come here today to lay before this committee the problem as we see It 
and the answers that we believe this bill would afford, much as I did in my 
earlier testimony before the Senate. I hope this measure will receive your 
prompt and favorable consideration. 

The Chairman. Now if you and your two most important staff peo- 
ple with you will mo^e over and let Mr. Boutin and his two most im- 
portant people with him come to the same table we will hear them and 
then we will interrogate each one of you, please. 

Mr. HoRNE. Thank you very much, Mr. Chairman. 

The Chairman. Mr. Boutin, we are glad to have jou, sir. You are 
the Administrator of the Small Business Administration. If it is 
satisfactory to you, you may summarize your testimony and then we 
will interrogate each one of you. 

STATEMENT OF HON. BERNAHI) L. BOUTIN, ABUINISTEATOB, 
SHALL BUSINESS ADMINISTRATION 

Mr. BotTTiN. Thank you very much, Mr. Chairman. I am glad to 
be here before this committee this morning to speak in regard to 
H.R. 16934 and Senate bill 3695. I would like to say, Mr. Chairman 
and members of the committee, that while H.K. 16934 which was in- 
troduced by the chairman at our request is the bill we would have 
liked to have seen passed, we understand because of the urgency and 
the controversial nature of some of the sections in the House bUl, 
as introduced, we probably would not be able to get legislation this 



So we are recommending, Mr. Chairman, that Senate bill 3695, as 
approied by the Senate Banking and Currency Committee, and ap- 
proved by the Senate, be substituted for H.R. 16934. 

I will summarize the basic points quickly, with my statement being 
introduced for the record. 

The Chairman. Your entire statement will appear at this point 
in the record at the banning of your testimony, Mr. Boutin. 

(The statement of Mr. Boutin follows:) 

Statemext of Bbbnard L, Botitin. Adhinistratok, Smaix BueisEss 



Mr. Chairman. I appreciate the opportunity to appear before you today to 
discuss 8. SUBS, a bill which would improve the oi^anization of tbe Smalt Busi- 
ness Administration and strengthen the regulatory powers of the agency over the 
small btfstnesB investment company program established by the Small Business 
Investment Act of 1958. 
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The SBIC program U an Imaginative approach to solving the long-term credit 
and equity flnancing problems encountered hy many small firms. It combines 
Government funds with the talent and capital ol private investors. I believe tliis 
la a creative partnership and should be both preserved and strengthened. 

Nevertheless the Industry has, as you know, encountered problems. Not the 
least of these problems are those which arise from vioiations of the act and our 
K^nilations by some small business investment companies. We are not taking 
vigorons action against violations to the limits of our existing authority. How- 
ever, experience has demonstrated that additional statutory authority la neces- 
sary to enable us to proceed effectively in our enforcement operations. Accord- 
ingly, SBA regaested introductton of this legislation, which la a companion bill 
to E.R. 16934, introduced by the chairman. Since Senate action has already been 
taken on S. 3695, 1 will discuss that legislation as It has beeu amended. 

S. 3695, as passed by the Senate, is a minimum package which would pro- 
Tide SBA with tools needed for tighter enforcement The measure tias be^i 
stripped of some features whtcb were proposed by ns and were in the bdll as 
bitrodnced. (These are indicated In the attachment to my statement, which 
summarizes the changes effected in the bill since its introduction.) Nevertheless, 
in its present form it contains many useful provisions and. Ini the Interest 
of obtaining legislation this year. I urgi? its enactment. If any further authority 
is found necessary, we will i-equest it from the next Congress. 

1 would like to review briedy with the committee the key features of S. 368S, 
as passed by the Senate. 

oBQAnzATionAL CHANGES in bba. 

Section 2 of the bill amends title H of the Small Business Investment Act <rf 
1958, which I will refer to hereafter in this statement as the act 

Title II now specifies that there shall be in the Small Business Administration 
an Investment Division (ID) which shaU be headed by a Deputy Administrator. 
In substance, title II also provides that the powers conferred upon the Admlnls- 
tratlou under the act are to be exer<4sed by the AdmlnlstraUon through the 
Investment Division and that the powers conferred upon the Administrator 
thereunder are to be exercised by him throu^ the Deputy Administrator in 
charge of that Division. 

Title II could be. and perhaps has been construed, as meaning that all actions 
by the Administrator pursuant to the act must without exception, be taken by 
him through the Deputy Administrator for ID. Such an interpretation, of 
course, would be entirely inconsistent with the Administrator's responsibilities 
under the act. Therefore, and in order to clarify that ID is to be the nomal 
Instrumentality for administering the small business Investment program, but 
that other resources of SBA may be also utilized, the bill deletes the language 
pertaining to administration of the program through ID and the Deputy Admin- 
istrator for ID. This change will insure that the SBIO program will have 
available to it all of the services and benefits of a diversified agency with wide 
experience in conducting financial and management assistance programs. 

A related organization change, contemplated by section 8 of the bill, revises 
the title of the present Deputy Administrators to that of Associate Adminis- 
trators. At the same time it authorizes the appointment of a single Deputy Ad- 
ministrator to assist the Administrator. This new deputy will be empowered to 
function as Acting Administrator during the absence or disability of the Admin- 
istrator or in the event of a vacancy In the office of the Administrator. 

At the present time SBA is one of the few agencies of the Government which 
lacks specific authorization for such an acting head. This should be remedied. 

It is Important to note that the salaries and status of the present Deputy 
Administrators (the new Associate Administrators) are not affected by the 
proposed change. The bill also contains an amendment to the Federal Execu- 
tive Salary Act providing that the position of Deputy Administrator would be 
established at level IV of the pay scale and the Associate Administrators (the 
present Deputy Administrators ) would remain at level V. 

AtrrHORITT OF BBA TO ACT AS BECBIVEB 

Section e of the bill would authorize SBA to act as trustee or receiver of an 
SBIC, wl 1 so anwinted by a court. T^is proposal is In the nature of a clari- 
fv ai udment We believe that tbe authority already ^dsts. In at least 
< , u has been exercised. 



ot^lc 



FINANCIAL INSTITCrriONS SUPERVISOBT AND INStJBANCE ACT 41 

Experience lias demonstrated the difficulty of obtaining a qnallfled person 
to act as trustee or receiver of an SBIC, especially wbere insuffident assets 
are available. In many cases the search for such a person has led to delays 
dnring wtiicti the position of tiie company has deteriorated. In other cases 
unqualified appointees, finding themselves unable to handle the affairs of the 
company, have asked the court to be relieved. 

In large part this situation Is due to the fact that SBIC's are a relatively new 
type of financial Institution whose nature and characteristics are not commonly 
known, even among people otherwise versed In the fields of banking and invest- 
ment. Similarly, the applicable Ielws and resulatlons are not widely known and 
understood. 

On the other hand SEA has at its disposal personnel who are familiar with 
the industry and who, in most cases, are familiar also with the background of 
the particular SBIC involved — its problems and the causes thereof, the nature 
of its investments, its financial status, etc. Such knowledge, which rannot readily 
be transmitted to a person new to the situation, may thus be promptly brought 
into play by the appointment of SBA as trustee or receiver. 

In every instance, it should be noted, the question whether SBA Is to be 
appointed as trustee or receiver rettts entirely with the court. Such an appoint- 
ment would never be made where it would be to the disadvantage of creditors of 
the SBIC other than SBA. The agency would nerve usually only where It is the 
principal creditor or. as is often the case, the sole creditor. 

It also should be noted that the bill, as passed by the Senate, contains a pro- 
vision that Sr.A shall include in its annual report to Congress and the President 
the amount of losses sustained b.v SBA in the preceding fiscal year due to loans 
to SBIO's, end an estimate of probable future losses of this type during the 
current fiscal year. 

ADMIBISTJIATIVE REVOCATION OF SBIC LICENSES 

Section 4 of the bill would authorize SBA to revoke by administrative action 
the licenses of SBIC's guilty of violation so serious as to call for their removal 
from the program. The only presently existing means of obtaining this result 
is through court action, pursuant to section 308(d) of the act, entailing the 
delays which usoaliy accompany such litigation. 

Specifically, such administrative revocation would be anthorized for willful or 
repeated failure to observe any provision of the act or of any rule or regulation 
issued thereunder ; or for willful or persistent violation of any cease-and-desist 
order issued by SBA. It would also be authorized for falsehoods or misleading 
assertions Imowingly Included in any statement required by SBA. 

Under present law the strongest administrative sanction available for such 
offenses is suspension of the violator's license; and. In the case of falsehoods or 
misleading assertions, even this remedy can be invoked only where the statement 
involved was filed for the purpose of obtaining a license. 

Suspension is not an adcQuate administrative tool for dealing with SBICs, 
which have demonstrated by the gravity of their offenses, that they are likely 
beyond redemption. In such cases suspension does not reach the issue, because it 
contemplates the eventual restoration to the program of parties who likely should 
not remain in it. 

Typically, the more appropriate solution Is prompt revocation, prompt expulsion 
from the program. The bill would provide this solution without depriving such 
companies of their rights. It should be emphasized that they would enjoy all of 
the protection afforded by the Administrative Procednre Act, and by judicial 
review, against arbitrary action. 

This administrative authority will be particularly usefnl as a means of re- 
moving from the program inactive SBIC's — the onra which have simply sat on 
their funds. Including those obtained from the Oovermnent. and refused to use 
them for the benefit of small business. 

MOBE EFFECTIVE ADMIN ISTRATIVB SANCTION 8 

Section 7 of the bill would add a new section 314 to the act which provides 
that a violation of the act or the regulations by an SBIC Is. at the same time, 
a violation on the part of the officers, directors, or agents of the company who 
participated In or were otherwise responsible for the company's Tlolatlon. This 
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is a recognition of the fact tliat a companj' can act only througli its mftnagcment 
personnel and that the guilt for the company's violation is basically theirs. 

At the present time SBA can proceed administratively to issue a cease^nd- 
deelst order only against the SBIC. Such a proceeding, not including as parties 
tbe people who actually <-ommitted the offense, can hardly produce satisfactory 
results. Moreover, it Is hardly senaiMe to authorize SBA to invPHtieate indi- 
viduals as weil as SBIC's, pursuant to section 310 of the act. and, at tlie same 
time, deny tlie agency a prompt and effective means of foUowiilg up on resulting 
evidence of violations by such individuals. The bill (sec. 4<e)) therefore au- 
thorizes cea.^'e-and-deslst proceedings again.st indlrlduals who have violated the 
act or regulations, as well as against the SBIC itself. 

These amendments, permitting us to reach beyond the company and deal 
directly with the offenders themselves, will greatly strengthen our enforcement. 
We could order them, as individuals, to take such action or refrain from such 
action as may be necessary to remedy the situation. Since failure to comply 
would expose them to personal responsibility, such orders will be much more 
effective than those issued against a company. 

In further contrast to existing law, the bill authorizes SBA to prohibit by 
flduilnistrative action violations which, though not yet consummated, are aboat 
to be committed. For example. SBA may discover an executory contract made 
by an SBIC calling for an act which will violate the law or the regulations. 
The agency should not be compelled to wait until the act occurs. Nor should It 
be limited to court action, pursuant to section 311 of the act, as a means of 
preventing such an act. 

A related feature contained in a new section 313 of the act Is authority for 
SBA, subject to judicial review, to remove aftt^r hearings, and to suspend pending 
the bearing, directors or officers from office in an SBIC. This authority, how' 
ever, could only be exercised in cases involving personal dishonesty where there 
was also a violation of the act, regulations, or of a cease-and-desist order, or a 
serious breach of fiduciary duty on the part of the officer or director. This pro- 
vision is patterned closely after similar authority contained in iiending legisla- 
tion strengthening the authority of agencies regulating other flnancial Institu- 
tions. Our Intent Is to take such action only where serious offenses are invotved 
and only where there is no other means of insuring against their repetition. 

The removal authority we are requesting is, essentially, a nn'iuis of savin* 
SBIC's which might otherwise be lost to the program. It will be u^ful in cases 
where one or more Individuals associated with a company, rather than the com- 
pany itself, are the root of the trouble. 

As a means of minimizing the number of potential troublemakers in the pro- 
gram, the bill also prohibits anyone from hereafter becoming an SBIC official, 
without the written consent of the Administrator, who has been convicted of a 
felony or of any crime involving dishonesty or breach of tmi^t or who has had 
a Judgment or court order entered against him in civil procee<llng'j for conduct 
Involving dishonesty or breach of trust. Similarly, a person already serving as 
an SBIC official will not be permitted to continue if he hereafter commits such 
an offend. 

MORE ETFECTIVE JDMCIAl, SANCTIONS 

A new feature of the bill as passed by the Senate is Its provision in .seotloa 
9 for criminal penalties against any officer, director, or principal stockholder 
of an SBIC who knowingly offers any shares of stock In such company as secu- 
rity for any loan to purchase an Interest in such SBIC. 

The bill would also provide for court proceedinfrs to assess civil penaltlw 
against SBIC's which fail to make timely filings of reports required by the 
regulations or by written directive of tbe Administrator. This provision Is 
esHentlnl to combat delinquent Bllngs. The measure would, subject to appro- 
priate procedural safeguards, authorize a penalty of up to .'^100 per day for 
every day of nnjustifled delay. Finally, the bill closes a Jurisdictional loophole 
which has sometimes urevenred us from taking action in a single court proceed- 
ing against both iin SBIC and its officials. 

coKciiUsion 

Mr. Chairman, we believe that this legislation is urgently needed. The SBIO 
program, once It is operating properly, has enormous potential. The sooner we 
can make sure that it does operate prt^^erly, the sooner this potential will be 
realized. 
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I would also like to Intoem the committee that this legislation has received 
clearance from the Bureau of the Budget aa being consistent with the objertives 
of the national administration. 

CoupAsiBON Between S. 3fl85 As Intbodiiced. and As Pa8Bbd bt the Sbnatk 

DELETTIONS 

1. Deletion of repeal (sec. 2, at p. 1 of original bill) of statutory specification 
of Inveatment Division and ID Deputy in title II of the act. (Effect is to retain 
statutory specification.) 

2. Deletion of section <aec. 310(b) (2), at p. 3 of original bill) autnorizlag 
RBA to examine small firms receiving financial assistance from SBIC's. where 
the Administrator considers such examination necessary or aM>ropriate, 

3. Deletion of section (sec. 315, at p. 8 of original biU) providing for personal 
Uabliity of officers or directors of an SBIC indebted to SBA, for finandai damage 
to SBA caused b.v their knowing violation of the act or regulations relating to 
the disbursement of funds or the lending of credit. 



1. Specification that SBA shall Include In ita annual report data on its opera- 
tion under the Small Business Investment Act and on losses sustained, or which 
it is estimated will be sustained, due to such operations. (Sec. 308(g), at p. 2 of 
bill as passed by the Senate.) 

2. Addition of requirement that any act warranting suspension or removal 
of an SBIU officer or director from office be one involving personal dishonesty. 
(Sec. 313(a). at p. 6 of bill as passed by the Senate.) 

3. Addition of procedural safeguards to section providing civil penalties for 
late filing by SBIC's of required reports. (Sec. 315, at p. 14 of bill as passed 
by the Senate.) 

i. Provision that the new Deputy Administrator position shall be at level IV 
of the Federal Executive Salary Act. (Sec. S(c) (1), at p. 16 of bill as passed by 
the Senate.) 

5. Addition of section providing criminal penalties for an officer or director 
of an SBIC who knowingly offers any shares of stock In socta company as 
security for any loan to purchase an interest In such SBIC. (Sec. 338, at p. 
IS of bill as passed by tbe Senate.) 



A number of technical changes were made in the bill. It should be noted that 
the language on removal or suspension of directors and officers of SBIC's (sec. 
309(b), at p. 5 of original bill) was replaced by language adapted from S; 
3158, the financial institutions bill (sec. 313, at pp. 0-12 of bill as passed by the 
Senate). 

Mr. Boutin. Thank jou veiy much. 

The first of the points in the bill -would enable SBA to revoke by ad- 
ministrative proceedings the license of any SBIC. Up to now through 
administrative proceedings we can only suspend. 

Also licenses may be suspended or revoked, for false filings with 
SBA. Up to now that has only been on' matters pertaining to the 
obtaining of a license. 

. Cease-and-desist orders may be issued against individuals as well as 
against SBIC's . So instead of proceeding against a piece of paper, 
the Corporation can go to the managers and individuals responsible 
in fact for the action. Cease-and-desist orders are also authorized fon 
violations about to occur, so that where we have prior knowledge and 
we know improper action is going to be imdeftaken we can tell them 
not to do it. . 

Violations by SBIC's shall be considered violations by individuals 
who took part in the actions that lead or are about to lead to violations. 
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Persons convicted of felonies or fraud may not act as principals of 
SBIC's without consent of SBA. With tlus authority we can ride 
herd on those who have bad records. 

Also, SBA can bring suit and serve papers in the district of the 
SBIC's home office. Where we are bringing court action we can 
make service of process in the district where the SBIC is located or 
where the principals can be found. 

SBA may act as court-appointed receiver of a bankrupt SBIC- 

As an organizational matter, SBA will have one Deputy Adminis- 
trator instead of three as at present. The dei>uty will act as an alter- 
nate to the Administrator in his absence and will be able to carry on the 
work of the agency. The three existing deputies, as a housekeeping 
matter, will be Known as associate administrators. 

SBA's annual report must contain a record of losses incurred in 
the previous fiscal year and loss estimates for next fiscal year. 

Finally, persons controlling an SBIC may not use SBIC stock as 
collaleral for loans to buy stock in that SBIC. 

Mr. Chairman and members of the committee, this bill, as passed 
by the Senate, will give us some essential tools to police this industry, 
to do a better iob and a quicker job of cleaning up some of the trouble 
spots, and will allow us then to concentrate on taking action and 
recommending legislation to the Congress that will serve as incentives, 
that will strengthen the industry and make sure it does a better job 
for small business. 

The NASBIC, the association having a great many members among 
the SBIC's as I understand it favors the legislation and also it has 
the approval of the admmistration. 

The Chairman, That is the SBIC association you mentioned? 

Mr. BoOTiN. Yes, sir. 

The Chairman. You state that that organization favors this par^ 
ticular bill as passed by the Senate ? 

Mr. Boutin, Favors the bill, the particular bill as passed by the 
Senate. They are here this morning. 

The Chairman, The only opposition we have heard, Mr. Boutin, 
is about the procedure, not giving the person his day in court properly. 
What does your bill provide ! 

I believe the origmal bill stated that there would be a secret session 
in the event the agency desired it. I believe in the Senate they changed 
tliat, did they not! 

Mr. Boutin. Actually it provided, in accordance with the Adinini&- 
trative Procedure Actj first of all that everyone will have his day in 
court, that in any action we take, we will have issued a show cause 
order and a hearing will be held and they will have an opportunity to 
present their side of the case equal to our opportunity to present ours. 

The Chaisman. That is your intention, to have it that way! 

Mr, BounN. That is exactly our intention. 

The Chairman. May I ask Mr. Home about that provisicm in his 
bill? 

Are you satisfied with the Senate provision or would you be willing 
to go back to the original bill I 

Mr. H<MtNE. I would be willing, Mr. Chairman, to go back to the 
original bill. 
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The Chairman. That would assure his day in court. 

Mr. HoRHE. Yes, sir. But under our le^slation as it passed the 
Senate — I don't want to confuse two things in my own mind, I am not 
sure I understand completely your question — but I do want to say 
under the bill as it passed the Senate, accused person immediately has 
his day in court. 

The Chaibmas". lyieldtoMr. Fino. 

Mr, FiNo. Thankyou, Mr. Chairman. 

Mr. Home, under this proposed legislation you are asking for what 
you call intermediate powers of suspension and cease and desist. Don't 
you feel that the present powers uiat you have, and which you said 
are pretty well satisfied with — ^the threat of moving in on a bank or 
the threat of removing officers or of suspending insurance — don't you 
feel that that is enough of a threat to get these fellows in particular 
banks to behave and comply with the rules and regulations of the 
board? 

Mr, HoR[fB. No, sir. Let me state ^aln, sir, so far as our final 
authority is concerned, we are not asking for any additional final au- 
thority. We are asking for intermediate authority to avoid having to 
take over a Federal or naving to cancel insurance in a State-chartered 
association, because either or these two actions for all practical pur- 
poses puts that association completely out of business. 

Presently we do not have any authority so far as suspension or 
removal is concerned. Under this proposed bill we would be granted 
such authority if the Congress gave it to us, Mid the Senate as I 
pointed out did grant it in a limited form. 

But we have no authority whatsoever today to even threaten the 
removal of an officer or a member of the board. 

Mr. FiNO. In other words, your action has to be an ultimate one 
with respect to a bank ! 

Mr. HoRNB. Yes, sir. 

Mr. FiNO. You cant say, "Look, fellows, unless you behave, I will 
suspend your license or I will suspend your charter or I will suspend 
your insurance or I will move in and take over the bank," 

Mr.HoRNE. I can say this. 

Mr. FiNO. Wouldn't this have the effect of making these fellows 
behave? 

Mr, HoRNE. No, sir. In many cases it does not. 

Mr. FiNO. You have had that experience? 

Mr. HoRNE. Yea, sir; more than once, sir. 

Mr. FiNO. Youmean they just thumb the Board? 

Mr, HoRNE. In some casesj they have, sir. 

Mr. Fino, How would this suspension or cease and desist work out i 

You would notify the bank that they are misbehaving? 

Mr. HoRNE. Yes, sir. As I explained we have two facets to our 
cease-and-desist provision. One is a temporary cease and desist. We 
would use this only in cases where the urgency of taking action 
makes it obvious that we should not be delayed while going through all 
the administrative procedure functions. 

However, even under a temporary cease and desist the institution can 
immediately go to court within 10 days, and if the court agrees the 
court can stay our hands and our temporary cease and desist would 
not be effective at aJl. It would be stayed. 
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Now so far as a permanent cease-and-desist order is concerned, we 
go through the full administrative procedure and then when we issue 
a final order the institution within 30 days may appeal to court. 

Then the court reviews it and the court determines whether they 
are right or whether we are riglit, 

Mr, FiNO. Mr. Home, the chairman. Mr. Patman, has said that we 
have information on S. & L. operations that you say you will give to 
this committee in executive session? 

Mr.HoENE. Yes, sir. 

Mr. FiNO, I do not have any such information. I think that the 
public and tlie millions of depositors in these S. & L.'s certainly have 
the right to know just why you think tliat you need this additional 
authority. 

Now if a $10 million bank were involved we would have 3 weeks of 
open hearings. Here we have S. &■ Ii.'s witli billions of deposits 
involved and we talk about executive sessions. 

To what extent has mismanagement endangered the depositors? 
"VVe know of events in California and in Maryland. Now are there 
more that we are trying to keep from the public ? 

Mr. HoRNE. You have covered several points, Congressman. Let 
me tiT" to respond in this manner. The ones in Maryland to which 
you alluded were not federally insured or federally chartered associa- 
tions. 

We had nothing whatsoever to do with them. This is not to say we 
don't have a problem or two in Maryland, in associations that are 
federally chartered. But the incidents that happened in Maryland 
a few years ago related to associations over which we Jiad no authority 
in any shape or form. 

So far as the public having the right to know, I think you would 
want us to keep in mind tliat there are about 39 million people who 
have savings accounts in the savings and loan industry, that the total 
assets of the industry amount to about $137 billion. 

It not would be appropriate or fair, either to the Government or 
to the public, for the impression to be left with anyone that there is 
a great danger in the industry as a whole. 

As I have emphasized, there are only 2 to 3 percent of the total 
number for associations about which we are concrened. We are con- 
cerned here, though, because there is a danger that if we cannot take 
corrective action and do not have authority to prevent such develop- 
ments in the future, this small handful can impair the image of the 
industry as a whole and do much greater harm than the percentage of 
cases involved might indicate. 

So far as the public knowing which of these particular associations 
we are talking about, we have to keep in mind two things. One is that 
if they are insured, the public up to the legal amount of the insurance is 
protected anyhow. A saver is going to get that money whether or not 
that association goes out of business or whether or not we have to dose 
it down or whether or not developments force it to close down. 

Another thing we have to keep in mind is that in a particular case 
if we do publicize, we could very well cause a run on that association 
that might worsen its condition, might very well make it more difficult 
to solve the problems that are involved in that particular association. 

So it is not a case of feeling that the f«ibUc ought not to know. It 
is not a case of trying to hide something from the public. Tlie public 
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is already largely protected in these small numbers of cases that I 
am speaking of because tliey have our insurance. 

But we do not want to worsen conditions. We don't want to create 
unnecessary fear on the part of the public as to the condition of the in- 
dustry as a whole, and we don't want to worsen the estate of a particu- 
lar association, or the possibility of solving the problem in that particu- 
lar association, by advertising to the public that it has been misman- 
aged and is about to go out of business. 

The Chairman, Mr. Home, would you permit an interruption? 

Mr. Fino, I think we should keep in mind that Mr. Home is available 
for an executive session in the event you want one on this and I have 
u!t idea that the members will want to hear him in executive session 
so I think we could very well postpone examination and consideration 
of this at this time until after we hear the witness commencing 
Tuesday. 

Congressman Pepper is here, who is, incidentally, a fonner member 
of this committee and is a member of the Kules Committee. He wants 
to be heard Tuesday and members of the savings and loan industry, at 
least one wants to be heard. 

Before we end the proceedings I think we should keep in mind, Mr. 
Home, we will probably want you in executive session. 

Mr, HoRNE. All right, sir. 

The Chairman. Have you concluded? 

Mr. Fino. For the present time. 

The Chairman. Mr. Reuss. 

Mr. Reuss. Thank you, Mr. Chairman. 

I want to apologize for coming in late. But I am familiar with 
your position. I certainly agree, I will say at the start, on the need for 
this legislation. I do have a question regarding section 313(f)(1), 
which provides that administrative hearing for suspension or removal 
of the officer shall be private unless both sides agree to a public 
hearing. 

Since this is a quasi -judicial proceeding affecting the operations of 
an important national pr<^am in which the public has an interest 
why should we have secrecy in those proceedings ? 

I grant you that this involves discreditable information about some- 
one. Perhaps I should address my question to Mr. Boutin. 

Mr. HoRNE. Congressman, may I make four points in response to 
your question ! 

Mr. Reuss. Yes. 

Mr. HoRNE. Originally the bill permitted the agency to make hear- 
ings public for good reason. It was amended in the Senate to require 
the parties' consent and it passed in that form. Under present law, 
whether or not a hearing is public or private has been left up to the 
agencies. 

I am not aware that there is concern about the practice under pres- 
ent law — ^there may be. We would be willing to live under anj pro- 
vision that permits some flexibility in accordance with the circum- 
stances. 

Hearings must be private — I thought I might point this out, sir — ■ 
hearings, and findings must be private under the present removal 
procedures, in the banking field. 
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W> vio not have, presently, under our law any authority for suspen- 
siW, *nJ removal. We are requesting saich authority in the bill now 
^6.>«v \xHi, sir. But I thought I should point out that under the 
«.\i^iit^ Hulhority for removal in the banking field, the law does 
wowtrv that it be private. 

\lr. Rki'SS. Let me ask Mr. Boutin specifically about the Small 
tttt!ii»*«s Investment Act. What about tnat provision that hearings 
Ws*^'n^ if either side wants them to be? 

Itwt mpans that ^ou will have about 99^y,oo percent secrecy. Why 
d-.' it, j»ai1 irularly in view of the fact that the cease-an-desist pro- 
vtisiv«>!*— wliich involve, it seems to me, the same discreditable infor- 
uki^tttU) — «ii), as I think they should be, open and not secret? 

Mr. Uoi'TiN. As we presented the bill, as you know, Congressman, 
it (Mx^vidt'd for open hearings, public hearing. This was part of tha 
i.\>iu|'n>iniso then in an effort to get legislation approved this session. 
V\>r SHA'h part, we cannot foresee any instances when we in fact will 
ask for a private hearing. 

(iut it doos afford some protection. I think the National Associ- 
atiim of Small Business Invesment Companies in its discussion on the 
fH*n«(o siih> lia.s a legitimate point. It does afford some protection for 
tho inilividual involved when he at least has the discretion of saying 
"Now I want this to be private." 

Mr, Kwima. If I may say so, if he wants all that discretion he can 
disH.*«M'iate himself. 

Mr. HonriN. Yes, I understand. We would be perfectly willing to 
ha\(i this amended for our part. I have an idea that it will be objected 
to bv people in the industry but I would hate to jeopardize the whole 
WU on tJiia single matter of public or private. 

We would De more than willing to have it reconsidered as an 
tunttndment to the legislation by the 90th Congress. We do not for 
our (wrt, SBA's part, insist by any means on this discretion being 
there. 

\t waa in the spirit of compromise that this language was changed. 

Mr, llBUfis. Thank you very much. 

The Chairman. Mr. Ashley. 

Mr.AsniJiT. Thank you, Mr. Chairman. 

Mr, Home, do we have any definition of unsafe or unsound 
miwtioes ? 

Mr, HoHNE. I have a note on that. Congressman, that might be of 
!nuui> litilp if I can find it quickly, sir, I can provide examples of what 
we cenerally consider as unsafe and unsound practices for the record. 
i al»Q liave Mr. Walters here, who is familiar with this since he is head 
(rf the examinations and supervisory division. 

In broad terms, it is one which is contrary to generally accepted 
standards of prudent operation, the possible consequence of which, if 
QCtntinued, is abnormal risk or loss or damage to the institution, the 
wholders or the Federal Savings and Loan Insurance Corporation. 
; Ashley. That is a matter of judgment, of course, is it notf 
, HoRNE. It is to some degree; yes, sir. But our experience has 
UB over the years some very good instances of unsound and un- 
ices. For example, in the Tending and investment field I have 
o or 10 things here which we know fTom experience have con- 
msaf e and unsound practices. 
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Mr. Ashley. I think I will yield to Mr. Hanna and in due course 
he can explore this further in relation to California where it was 
asserted that the institution was engaged in unsafe and unsound 
practices and this was disputed and years of litigation resulted. 

Mr. HoRNE. Yes, sir. 

Mr. Ashley. When we are talking about penalties, additional 
remedies, I think they should be available to you and the Board and 
Mr. Boutin. 

Nonetheless, I think that we want to know what we are talking about 
in terms of unsafe and unsound practices inasmuch as the institutions, 
you remember, will be held to this kind of standard subject to the 
remedies that you are requesting this morning ? 

Mr. HoRNE. I agree with your observations, Congressman. I am 

Erepared at the committee's convenience to be more precise so far as 
otn tlie definition and the practices that have been unsafe and un- 
sound practices. 

Mr. Ashley. I think it might be weU, ;ih a matter of fact, Mr. Home, 
if you could have your counsel or somebody give us a memorandum 
which could be inserted in the record. I think this is an important 
point and that it should be fully explained and developed in the record. 

Mr.HoRNE. I shall be very glad to do so. 

The Chairman. You may submit it and we will include it at this 
point in the record. 

Mr, HoRNE, Fine, sir, 

(The memorandum referred to follows :) 

Mbuobanditm ok "UnsATx ok Viuboutid Pbacttces" ab a Basis fob Issuance or 
A Cease-ans-Debist Osd^ 

At the outset, it slionld bo noted that the term "unsafe or unsound," as used 
in the cease-and-desist provisions of S. 3158, Is not a novel term in banking or 
savings and loan parlance. The words "unsafe" or "unsound" as a basis for 
supervisory action appear In the banking or savings and loan laws of 38 States. 
For more than 30 years, "unsafe or unsound practices" have been grounds fof 
removal under section 30 of the Banking Act of 1933, of a director or officer of a 
member bank of the Federal Reserve System. See 12 U.S.C. 77. It has been 
grounds since 1S35 for the termination of Insurance of a bank insured by the Fed- 
eral Deposit Insurance Corporation. See 49 Stat. 690, 12 U.S.C. 1818(a). "Un- 
safe or unsound practices" have also been grounds for termination of the insured 
status of an insured savings and loan association since the 1954 amendmeint to 
section 407 of the National Housing Act. See 88 Stat. 633, 12 U.S.C. 1730. 

However, despite the fact that the term "unsafe or unsound practices" baa 
been used in the statutes governing financial institutions for many years, the 
Board is not aware of any statute, either Federal or State, which attemiKs t» 
enumerate all the specific acts wldch could constitute such practices. The con- 
cept of "unsafe or unsound practices" Is one of general application whicb 
touches upon the entire field of the operations of a financial Institution. For 
this reason, It wonld be virtually impossible to attempt to catalog within a single 
all-inclusive or rigid definition the broad spectrum of activities which are em- 
braced by the term. The formnlatlon of such a definition would probably operate 
to exclude those practices not set out In the definition, even though they might 
be highly injurious to an Institution under a given set of facts or circumstancea 
or a scheme developed by unscrupulous operators to avoid the reach of the law. 
Contributing to the difficulty of framing a comprehensive definition ia the fact 
tliat particular activity not necessarily unsafe or unsound in every instance may 
be so when considered In the light of ail relevant facts. Thus, what may be 
an acceptable practice for an Institution with a strong reserve position, gnch as 
concentration In higher risk Lending, may well be nnsafe or nnsound for a mar- 
ginal operation. 
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Like msny otber generic terms widely need In tlie law, ancli as "Irand," "negli- 
gence," "jwobaWe cause," or "gotNi faith," the term "unsafe or uDBOvmd prac- 
tices" has a central meaning which can and must be applied to constantly chang- 
ing factual circumstances. (Jenerally speaking, an "unsafe or unsound practice'*" 
embraces any action, or lack of action, which is contrary to generally accepted 
Standards of prudent operation, the possible consequences of which, if continued, 
would be abnormal risk or loss or damage to an institution, its shareholders, or 
the agencies administering the insurance funds. The categories set out below 
are illustrative : 

1. Solicitation of capital on the basis of dividend rates in excess of the associa- 
tion's ability to pay except by reoorting to high-risk loans : and the acceptance of 
savings subject to tbe condition that the person directly or Indirectly placing 
the savings capital in the institution would be granted loans by the lustitutiou 
involving rtslis which the association would not otherwise assume. 

2. Investments in loans on the basis of overappraisals of the security property ; 
overconcentratlon of loans to specolative builders or in loans in declining or run- 
down areas ; disbursement of loan funds on construction in pn^ress without 
proper safeguards for tbe association's security for the amounts advanced ; loanft 
to builders who are already delinquent on loans secured by properties that the 
market cannot absorb; disregard of a borrower's incapacity and inability to re- 
pay his loan ; and lack of any systematic collection program. 

3. Management and disposition of property, acquired through foreclosure, in 
a manner which fails to convert the assets Into income producers; accounting, 
procedures which fail to show correctly the condition, operation, and trends of 
the Institntton, thus providing misleading information for management decisions ; 
lax control of expenses ; careless physical control of the assets ; excessive adver- 
tising or other costs beyond the ability of tbe association to absorb the expenses ; 
maintenance of substantial compensating balances in banks for the benefit ot 
others ; diversion of fee income to others without benefit to the association ; fail- 
ure to provide for adequate liquidity; and failure to make adequate trajisfers tO' 
reserves for absorbing losses. 

The attachment hereto, which contains extracts from some of the Board's 
"section 407 letters" commencing termination of insurance proceedings againat 
problem institutions, provides specific examples of Che type of activities which 
have formed the basis of the Board's charges of "unsafe or unsound practices" 
in actual cases. It should be understood that in cease-and-desist proceedings 
baaed on such grounds under S. 315S, there would have to be a factual showing 
on the record which succeeds In convincing the hearing examiner or the Board, 
and then tbe reviewing court, that the particular practice in the particular caao 
should be characterised as "ons^e or unsound," and a cease-and-desist order 
issued. 

ATTACEIIENT TO UEUOK&NDUM ON "UNSAFE OR UNSOUND PBACTICES" 
I 

"[The association] has carried on an advertising campaign of excessive cost 

in relation to Its gross operating Income, such cost during each of the three 
6-month dividend periods preceding March 31, 1963. having been from 13.5 to 
17.4 percent of gross operating income, whereas the cost of advertising for In- 
sured savings and loan associations of comparable size in Cook County, 111., aver- 
age 2.6 percent of gross operating inc<Hne. 

"Largely by means of [the association's] giveaway program, its use of brokers, 
and Its advertising campaign, as set forth In subparagraphs (a), ( b). and (c) of 
this paragraph, it has Increased its savings capital at a rate far greater thaa. 
its management has been able to invest in sound mortgage loans [as evidenced 
In part by the fact that, 'delinquent loans and real estate owned totaled $458,000. 
or 4 percent of net assets at November 21, 1961, but had increased to $3.8 miliion 
or 12 percent of net assets at March 31, 1963'1, (ts savings capital having in- 
creased from $2.2 million, as of September 24, 1960, to $29.2 million, as of March 
31, 1963. 

"Without prior appi-ornl of the assocl.ition'.-i board of din-ctors, the s:tid [chnlr- 

man of the board of directors of the association] caused the association to pay 

out approximately $1,200,000 to contractors for the installation of alleged lease- 

tedd hnprcrvements' to the building later occupied by the association. Part of 

i funds were expended for improvements benefiting the entire building, and 
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tbua Trere for tbe personal benefit ot the asi<1 [chairman of tbe board of directors 
of tbe asBociatioD, who owQed tbe bulMiug] and hla wife. 

"The said [chairman], on April 3, 1963, without authority or snbeequent niti- 
flcation b; tbe association's board of directors, caused the association to pay out, 
for his personal use and benefit, approximately $350,000, allegedly for 'advance 
tent' for occnpancy of the new bnlldlng by the association. Although the asso- 
ciation's board of directors has requested repayment of such funds, the said 
[chairmanl has repaid only approximately SSi,000 thereof." 

II 

"As early as 1002, the asaoclatlon entered into a program of ouC-of -State adver- 
tising and use of brokers to effect an abnormally rapid savings capital expansion. 
For the 2-year period 1963-^4, the savings capital expanded by approximately 
270 percent, from ST million to $26 million. In spite of savings capital growth 
of S6.7 mlllloa during 1064 the association generated additional loanatde funds 
by the sale of $6.7 millloD of participations and Jl-l million of ailvaneea from 
the Federal Home Loan Bank of 3an Francisco. Concurrent with the increase 
in loanable fonds, the association entered Into a hazardous lending program 
as follows : 

"During 1963, the loan portfolio was increased by SIS million, or 200 per- 
cent; ■ * * During 1064, the association granted $13.6 mlUion loans (one- 
third for construction) despite indications of overbuilding. 

"The association failed, in approving loans, to coiiHider the borrower's 
credit history, stability, character and ability, or Intent to repay. The asso- 
ciation granted 26 loans aggregating over $900,000 to a multiple borrower 
whose credit report disclosed a slow payment performance and three prior 
bankruptcies. As of November 11, 1963, that borrower accounted for 37 
percent of the $2 million of delinquent loans, and was again in bankruptcy. 
As of February 22, 1966, 27 borrowers were involved in bankruptcy pro- 
ceedings. 

Ill 

"During the period set forth In paragraph 1 above and in various instances in 
connection with the loans therein specified and others, [tbe association] made- 
and disbursed loans without regard for the financial responsibility of the bor> 
rowers, without any security, without proper regard for the adequacy of the- 
security, in advance of tbe progress of construction, without proper inspection 
of the progress of construction, without determining that loans were secured by 
first Hens, without adequate appraisals or on the basis of appraisals furnished by 
borrowers; It unduly concentrated Its loan risk both as to borrower and as to 
security properties ; and It delegated the responsibility for the disbursement of 
loan proceeds to a company affiliated with large borrowers, including tbe pro- 
ceeds of loans made to borrowers affiliated with such company without the exer- 
cise of proper control over, or accountability for, such funds. 

"Despite the increase in delinquent loans and in other low-earning problem-. 
assets which have caused prospective losses and have also caused such a de- 
terioration in earnings as to render income insufflcient to pay promised dividends- 
and to meet the need for reserve allocations, as more fully described below, the- 
association has continued and still continues [during 1962] Its widespread ad- 
vertising campaign for savings on a promise of continuance of the 4^ percent 
dividend plus one-half percent bonus on accounts remaining over 4 years. 

IV 

"Construction lending represented SH percent of the loans granted during this: 
period and the procedures used in processing this heavy concentration were in- 
adequate, in that plans and specifications were not on file; inspection reports 
were not on file to indicate that property inspections had been made prior to- 
disbursements ; sufficient funds were not retained in the loans-ia-process account 
to insure completion of construction ; and cash deposits or lien waivers were not 
obtained for the full difference between the estimated cost of construction and 
the amount of the loan." 

V 

"In the face of the rapid increase In the association's slow loans and real 
estate owned over the past 2 years, as detailed in paragraph (b) above, the asso- 
ciation has granted new loans, in substantial amoniits, to builders and/or apecu- 
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lators then delinqueat Is their payments on other loana, and has granted new 
loans, at higher loan amounts, to l>iiilders and/or speculators on the secnrltf of 
properties which were the security for previous delinquent loans to other build- 
ers and/or speculators. 
"As examples — 

•'• • ■ During 1962, the association granted 112 loans, each in the amount 
of $19,600, to finance the constniction of townhouses. Between April and 
July 1963, when the 112 townhouses were completed but all of these loans 
were delinquent, the loans were repaid out of the proceeds of 112 new loans 
on the same properties, each in the amount of $21,800, to 3 new bor^ 
rowers having little or no equity in the properties. An additional 51 loans, 
each also in the amount of $21,800, were granted to the same 3 borrowers 
to build 51 new townhouses in the subdivision. By March 25. 1964, payments 
on all 163 loans in the aggregate amount of $3,671,608 were delinquent 
The reflnancinK of the 112 loans at $21,800 each and the granting of the 51 
additional loans at $21,800 each was made notwithstanding the fact that the 
association was in possession of an independent appraisal which valned a 
representative property at $19,700, and which, after pointing out that the 
townhouses were being used as rental properties, stated that 'there are 
several projects in the vicinity and indications of overbuilding * ■ ■' and 
"it is doubtfid if a unit in one of these townhouses would appeal to the 
average buyer of a townhouae expecting to live in a normal suburban 
environment.' " 
Mr, Ashley, Paragraph 5 of title I provides for suspension of the 
director or officials in charge by a U.S. attorney upon committing a 
felony involving dishonesty or breach of trust. 

This is in contrast to the language in subsection (p) which prohibits 
ian insurance association from having an officer or director or employee 
who has been convicted of any criminal offense involving dishonesty 
or breach of trust. 

Wliy does the more serious crime of felony require suspension under 
paragraph 5 ? 

Mr. HoRNE. May I ask general counsel to respond to your question ! 

Mr. Scott. I think the distinction that is observed in the bill on this 

point is the distinction between a conviction, which is in the latter 

section you referred to, and the bringing of a charge or an indictment, 

which of course is something less than conviction. 

In the case of a charge or indictment, as in the suspension provision, 
it is limited to the more serious category of charge ; namely, felony. 

Mr, AsHLKT. Under State law in the case of breach of trust where 
a U.S. attorney is not entitled to make a charge, you could not suspend 
under paragraph 5 in such a case ? 

Mr, Scott. If there is an indictment against the person for a felony 
under State law that would be covered by section 5. The only placa 
that section 6 is limited to the Federal Government is with reference 
to the U.S. attorney authorizing acomplaint. 

I would say it woidd not be necessary that one stop there as we 
have in the bdl. The bill was drawn, I suppose, on the premise that 
■we were dealing with the Federal family of agencies and Federal 
authority. 
It would be possible in logic to go beyond this. 
Mr. AsHLET. How do we distinguish, is there a legal distinctiwi 
with respect to personal dishonesty ? And breach of trust ? 
Mr. Scon. I am not sure I understand your question. 
Mr. Ashley. Doesn't the legislation i-cfer lo perfonal dishonesty? 
Mr, Sciyrr. I think the content of the term comprises, for example, 
the kinds of things for which one would be subject to criminal indict- 
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ment. On the other hand, it is intended not to encompass, as did the 
original bill, for example, incompetence. 

Mr. HoRNE. In further response to that, Congressman, if I may 
add something to what Mr. Scott has said, earlj in my statement I 
believe I remarked that we had narrowed considerably in this par- 
ticular area the provision that was carried in the original bill. 

"We have narrowed this to personal honesty. 

Mr. Ashley. By — well my thought is simply whether we know what 
we are talking about when we say personal dishonesty. Is there any 
legal definition on which we can rely or the courts ? 

Mr. HoPNE, I believe from our personal experience there are some 
cases I could cite which indicate what we have in mind as to personal 
dishonesty. What we have in mind is often something so obvious that 
hardly anyone could question whether or not the person had acted 
dishonestly. 

Mr. Scott. The term is intended to be a generic term that would 
encompass primarily, but not exclusively, the kinds of things that 
are actionable under the various State and Federal criminal statutes. 

Mr, AsHuiT. When we talk about personal dishonesty you indicate 
something that is self-dealing. I don't know whether this is intended 
to draw a distinction between self-dealing dishonesty and some other 
kind of dishonesty. 

Mr. Scx)TT. No, I would say that committing some kind of fraud 
on the association or if the person is dipping into the till and lining his 
own pocket — these are among the kinds of things that the section 
certainly is intended to reach. 

Mr. Ashley. Finally, would S. 3158 affect those savings and loan 
members of the Home Loan Bank Board using credits which are not 
of FSLIC insured? 

Mr. Scott. The two sections of title I represent an amendment to 
the Home Owner's Loan Act, w]iich governs Federal associations and 
to the National Housing Act, which deals with insured associations. 

A bank member, noninsured, would largely lie outside of the pro- 
visions of this bill — not 100 percent because there are some things re- 
lating to the scope of the examination authority and matters of this 
sort that might be pertinent still. 

Basically you are right as to cease-and-desist procedures, or suspen- 
sion and removal, they would not lie within the confines of the bill. 

Mr. AsHLET. Thank you. 

The Chairman. Mr. Harvey. 

Mr. Harvet. I must say, Mr. Chairman, I certainly would urge an 
executive session as I have heard suggested here this morning. I 
have a very difficult time understanding the reasons for the secret^ 
attendant upon the discussion here this morning. 

This reflects back to what has happened in the last year or so. I 
can recall that Senator McClellan over in the other body held extensive 
hearings involving the San Francisco National Bank and the various 
things that were going on there. 

Yet none of the members of the banking industry took offense at 
that and it did not do any harm to the banking industry that these 
things were revealed in public and so forth. 
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I recall that our chairman here and his subcommittee dealing with 
the Norfolk, Va., bank exposed certain practices that had taken 
place. I don't believe those were harmful to the banking industry as 
a whole. 

The Chairjuan. Don't you think there is a difference between a 
bank that is closed and one that is not closed ? 

You see, the San Francisco Bank had actually closed. 

Mr. Harvey. I don't know, Mr. Chairman, because we don't know 
tlie facts. Maybe after we have had the executive session and we 
have the facts then I would ajrree with you. Here we are talking about 
2 or 3 percent of the savings and loans. 

Is that right ? That is the figure I heard discussed at any rate. If 
that is the case I can't believe that revelation of facts pertaining to this 
small segment of the industry would be harmful to the industry as 
a ivliole. That is my offhand reaction. 

Mr. HoRNE. After you heard testimony in executive session, Con- 
gressman, of course the committee if it chose to do so, could release that 
testimony. But we do have evidence already sir, from mail that 
<'omes to my office and also remarks from industry itself, that express 
some fear about my having said publicly even as much as I have al- 
ready — about the adverse effect that they feel it is having on the 
industry itself. 

Mr. Harvey, I certainly would not want to do anything to hurt 
the industry as a whole. I think you can understand, these are harsh 
remedies that you seek here today. I don't think that a cease-and- 
desist order is so liarsh but I think the removal of a director is a harsh 
remedy. 

I certainly would not want to vote on it, myself, without knowing 
wliat you are talking about here. 

Mr. HoRNE, I will be very glad to supply that, sir, as the chair- 
man again has indicated, in executive session. Let me emphasize 
if I may, sir, again — I am not sure you were here when I emphasized 
this point — what we are actually asking for liere is intermediate au- 
lliority to avoid having to use the harsh authority which we already 
liave. 

The harsh authority putting the association out of business. The 
authority we are asking for here is less harsh than what we presently 
have, and what we have to use because we don't have this intermediatia 
authority. This is the point I keep on emphasizing: that I am trying 
to avoid putting an association out of business if we can prevent hav- 
ing to do so. 

Mr. Harvey. I can understand your reasoning but of course not 
knowing the background I don't know whether it is justified or not. 
As I say, I have difficulty with those two points at the present time. 

My first inclination is to say that these facts sliould be made public. 

T would certainly urge that we do have executive sessions, Mr. 
Chairman, before we act on this bill. 

Mr. HoRNE. I may — may I make one more comment to Congressman 
Harvey's inquiry? 

I share your feel infers, sir, that things that are not necessarily con- 
fidential, for the public's protection should not be treated with secrecy. 
T believe the banks to which vou refer were closed at the time. Now in 
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my testimony I gave a pretty elaborate description of an association, 
and I call its name, which has already closed. 

I should think, though, that if publicly I talked about some as- 
sociations that are in trouble, and identified them by name and loca- 
tion and so forth, we might make the existing situation worse than 
it is and we might do the public welfare more harm than if we tried 
to solve them without publicizing the conditi<Mi that they are in. 

But there is no hesitancy whatsoever on the part of this Board 
to reveal publicly those that have already been disposed of. 

As I have said, after my testimony, in which I will be prepared 
if the committee wants me to do so to identify those that are presently 
in difficulty by name, by amounts, by location, if the committee shou0 
see fit to make it public, that would be the committee's decision. 

I would be hesitant, myself, to do so without the committee know- 
ing and being fully informed as to what the situation is and the pos- 
sible harm, and the committee having the right to weigh what the 
consequences might be if we did reveal their names. 

Mr. Harvbt. I will await the executive session, Mr. Home, before 
going further. That is all. 

The Chairman. Mr. Gonzalez. 

Mr, GroxzALEz. The question I iiave at tliis point had already been 
asked by Mr. Reuss, but at this point in view of this Beverly case I 
wonder if you can tell us how this legislation would help you prevent 
such an occurrence? 

Mr. HoRNE. In the new legislation we are proposing there are several 
respects in which a cease-and-desist order could liave been helpful, or 
removal could have been helpful. 

For example, if you will refer to page 7, sir, and look at the second 
sentence of the last paragraph. It says : 

The association nniJertook a program at rapid increase of savlngg capital, 
accompMshed throHgh the use of money l)ro]iers to an extent that violated the 
regulations ctf the Insnrance Corporation. 

A cease and desist could very well have been helpful in this respect. 

On page 8, the first sentence : 



III addition, association ofScials began making substantial and esces.Siive loans 
that redounded to their own benefit, In one instance by the device of making loans 
totaling more than %\ million to the manager of another savings and loan asso- 
ciation who returned the favor. 

This is also where cease and desist could have prevented at least any 
more occuiTences of that sort. 

Then the veiy last sentence in that first paragraph : 

To help build the building, he took S1.1 million of association funds under 
the guise of leasehold improvements, which he had, therefore, no obligation to 
repa.v ; he also decided it would be nice to have 4 years' rent in advance, and 
helped himself to another half million dollars for that. 

I think that tliis is fairly obviously a case of personal dishonesty. 
This might very well have been grounds for suspension or removal. 

Mr. GoxzALEz. According to this, the hankypanky began in 1961 but 
it was not until some examination in 1963 that anything was noticed 
to the point where the notice of insurance cancellation was given. 
How would this legislation help them ? 

It seems to me this was a pretty long period of time to wait, 3 years. 
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Mr, HoRNE. Congressman, your point may be well taken in this 
regard. Let me emphasize two points though. Prior to the time that 
I mentioned in this testimony, we had already been in touch on several 
occasions with that association, with its managers, and with its board 
of directors. Using the only authority we had at that time and the 
only authority we have today other than cancellation of insurance, we 
tried to persuade them, we talked to them, we told them what mistakes 
they were making and we suggested corrective measures, but they 
refused to follow our advice. 

Since cancellation of insurance is such a drastic remedy, we have 
wanted to build up a substantial enough case that if we finally had to 
resort to cancellation we would be able to support adequately and 
properly our reason for doing so. 

It may be that in some cases we have been too patient and it may be 
that if we should not get the kind of legislation we are now suggestmg, 
we would have to be less patient in uie future than we have oeen in 
the past. 

As I say, because getting rid of an association is drastic and because 
we can have our hands called as in the case of Congressman Ashley 
referred to — whether that was justified or not, I am not at this time 
making any further reference to that because I was not then with the 
Board and am not entirely familiar with it— but in that case a com- 
mittee of Congress did say that the Board had acted too hastily. 

For those two reasons, we may not have moved into this particular 
situation as rapidly as we should have. But the fact remains that 
we did trv to move without canceling. Our efforts had no effect. 
Finally when we started the cancellation procedure we had to wait 
120 days under the statute before we could take further action. 

Mr. Scott. As a matter of detail, it happened in this particular 
case that there were some smaller forerunners to the fairly large trans- 
actions referred to in the chairman's statement, and the resignation of 
the managing officer was requested of the board of directors in I960, 

Mr. HoRNE. If you would like to have it sir, I could supply you or 
the committee with what took place earlier than the matters to which 
I made reference in my testimony on this particular case. 

Mr. G0NZA1.EZ. The point I was interested in was making sure that 
this suggested legislation would be helpful to you in preventing a 
recurrence of that type of thing. 

Mr, HoRNE. Yes, sir. I appreciate your point. It is well taken. 

The Chairman, Mr, Hanna. 

Mr. Hanna. Thank you, Mr. Chairman. 

I wish to express my appreciation for the fine testimony being 
given by both witnesses on these two very important bills, I a^ 
both of the gentlemen whether or not it has been the practice in the 
past for your organiza'"ions ^o keen written rncords in anv of the hear- 
mgs that you have had on any charges which you lodged wliich are 
subject to hearings ? 

Mr. HoRNE. Yes, sir; we do have. 

Mr. Boutin, We do at the SEA, Congressman Hanna. 

Mr. Hanna. I would ask Mr. Home specifically would your devel- 
opment of the memorandum on what has been determined to be inci- 
dents of unsafe and unsound practices extracts — include extracts from 
those hearings ? 
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Mr. HoRNE. Where hearings have been held in such situations, yes, 
sir. But I want Larry Walters and Ken Scott to be more specific, sir. 

I don't think there have been hearings under our present authority, 
except for the issuance of section 407 letters — 407 letters are where 
we give notice of cancellation of insurance. 

We could give excerpts in such cases as that, sir, because this is 
where hearings or formal charges have taken place. 

Mr. Hanna. The committee would be interested in having demon- 
strated that there is a point of reference for determination by anyone 
who has a question as to whether or not there is an unsafe or unsound 
practice. At least some indication where it can be determined by a 
person, who wants to go to the trouble of finding out, what the remedy 
has been by this Board at that time in applying the reference. 

There has been some indefiniteness m saying imsafe and unsound. 
My criticism of this and other kinds of boards is where two thin^ 
occur. No, 1, the business judgment of the practicing institution is 
simply substituted by the business judgment of those who are on the 
board. 

No. 2, where the board with the benefit of hindsight could simply 
come in and say, well, that was a poor judgment. It reminds me of a 
Senator who went down South going through a rather hot campaign. 
His opponent kept bringing up a vote he had made. 

The Senator kept saying he did not make it. Finally both can- 
didates got to their last meeting. The challenger waved the Congres- 
sional Record, He said, "Now gentlemen, here is the Record. It says 
on such and such a date you made tliis vote. It is in the Record. What 
do you say?" 

He said, "All I can say is that that was a damn poor vote." 

In hindsight maybe we could all agree something was unsafe or un- 
sound. I think these are two points wherein institutions hope they 
will be protected, that it is not ^mply the benefit of hindsight nor 
would it be an arbitrary act of substituting one person's business judg- 
ment for another. 

I hope that we can be assured this will not be the case in either 
instance. 

Mr. HoRNE. Congressman, I share the observation you have made, 
sir. In addition to that, I want to repeat something that I said to 
Congressman Ashley a few moments ago. In this additional informa- 
tion that both of you want that will l» inserted in the record. I shall 
be glad to list in two or three categories a series of specific things which 
our experience over the years showed us have been unsound and unsafe 
practices because they have resulted in the demise of several associa- 
tions and several now in difficulty. 

Mr. Hanna. I suppose that is true of your position, Mr. Boutin. 

Mr. BoTJTtN. Our situation is somewhat different, Congressman, 
from Mr. Home's and the savings and loan industry. 

I think the Congressman only has to go back to the hearings held by 
Senator McClellan and his Permanent Subcommittee on Investiga- 
tions in August to see the very real need for this legislation. 

I refer the Congressman particularly to the bottom paragraph on 
page 10 and the testimony on page 11 of my statement which has beep. 
submitted for the record which tells you precisely how. we intend to 
conduct ourselves if this legislation is approved. 
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Mr. Hanna. I have only two other questions, Mr. Chairman, and 
these can be answered bv insertion in the record. The first question 
pertains to the totality oi the bill. If I read Senate bill 315S right, this 
bill applies not only to the Federal Home Loan Bank Board but also 
to the FDIC and to the Comptroller of the Currency. 

Mr. HoRNE. Yes, sir, and to the Federal Keserve Board. 

Mr. Hanna. To the Federal Keserve Board ? 

Mr. HoRiTE. Yes, sir, 

Mr. Hanna. Are we going to hear from all these persons, Mr. 
Chairman ? 

The Chairman. We will have statements from them. 

Mr. Hanna. Are they all in favor of this bill in its present form? 

The Chairman. It is my understanding that they are in favor 
of it. We will have statements frtan them. We have the one from tlie 
Treasury now. 

Mr. Hanna. The other question I wish to ask pertains to the lan- 
guage on page 42 of the bill which provides for ancillary provisions in. 
carrying out examinations attendant to the new powers. 

It says that the cost of examinations will be assessed ae;ainst the 
institution. My question is, Have you ever had a complaint that 
examinations were made and unreasonably carried out so that the cost 
could be assessed as a matter of just putting pressure on an institu- 
tion? 

Mr. Horne. We have had complaints both ways. Congressman 
Hanna. We have had a few ccanments. I will say in all Iionesty they 
are not very many. We have liad a few who have complained about 
the excessive cost of examination, about the long period of time that 
tlie examiner has stayed in tJie office. 

We have also had letters praising us for the expeditious manner in 
which the examination was conducted. I ^ould think this is an area 
in which you are never going to satisfy completely all the associa- 
tions that you are examining. We think on the whole, though, in the- 
past 2 or 3 years we have improved considerably our examining pro- 
cedure. 

We have done all we could to give more consideration to those who 
past experience shows are running a good association. Where we have 
evidence that something is wrong, we, of course, make a more thorough 
examination. It is usually in the latter situation where we sometimes 
have a complaint, but we have not had many in either instance. 

Mr, Hanna. Thank you. 

The Chairman. Mr. Clawson. 

Mr, Clawson. Thank you very much, Mr. Chairman. 

I want to welcome Mr. Boutin and Mr. Home. I join, however, 
with my colleague from Michigan, Mr. Harvey, in the desire for an 
executive session. The bills relate in principle to the kind of activities . 
with which I think SBIC as well as the savings and loan industry are 
concerned. 

I would like to ask Mr. Boutin this question in connection with his- 
testimony. The SBIC's are new in comparison with the savings 
and loan industry. The savings and loan institutions have experi- 
enced a tremendously dramatic buildup during the last two decades in . 
the volume of savings and loan activity. 
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Wliat has been the experience in the SBIC since 1958? Has the 
progress been gradual, constant, or have we a record of any dra- 
matic increase in tlie activity in investment in recent years ? 

Mr. Boutin. It has had peaks and valleys, Congressman. We have 
jjresently 687 licensed SBIC's. Thev have loaned up to the present 
time about a billion dollars to small businesses, both in providing 
equity capital under section 304 and long-term loans under 805. 
The big peak in licensing was in the period of 1961 and 1962. 

Last year we only licensed 10. This year we are forecasting 40. 
Over the next 5 years we are contemplating licensing about 250. But 
there is going to be a substantial fallout in the interim. We are fore- 
casting as an example that licensed SBIC's will drop from 687 to 
599 as of June 30, 1967, the reason being that many of those we have 
licensed now are inactive. They have a license, they have s<»ne money 
in the bank, they may be buying some Treasury bills, but they are 
not fulfilling the mandate of the Congress in providing assistance 
to small businesses. 

We are making a major effort to get the "ne'er do wells" as well as 
those inactive companies out of the program so that we can then 
concentrate on thepositive aspects of strengthening those that remain. 

Mr. Clawson. Would this involve revocation of the license? 

Mr. Boutin. Yes, indeed. 

Mr. Clawson. Do you have that authority now ! 

Mr. Boutin. We have the authoritv to revoke now only by going to 
the courts. Wc are asking in this legislation for power subject to 
review by the courts, to revoke by administrative proceedings. 

Mr. Ci^wsoN. You are not eliminating judicial review ? 

Mr. Boutin. No; we are not. Actually it follows generally a four- 
Step procedure. First of all a show-cause order, then hearings imder 
the Administrative Procedure Act, then a provision for appeal to the 
Administrator by the SBIC or the individual involved and finally 
the provision that they can appeal to the court for review of the entire 
proceeding. 

So there are safeguards built in here. Congressman. 

Mr. Clawson. Is failure to meet the need under the SBIC bill a 
violation of the law and regulations ? 

Mr, Boutin. Yes; it is a violation of law. I must say to this com- 
mittee, Mr. Chairman, in all candor, that one of the problems with 
the SBIC industry has been its administration by SBA. I would 
be less than candid if I sat here this morning without saying that. 

Mr. Home was talking to Congressman Hanna about examinations. 
I am sorry to say that we can show instances where SBIC's were not 
examined for 2, 3, and 4 years. All at once we find ourselves with a 
handful of trouble. We are changing that. 

We are now insisting on annual examinations and we are in the mid- 
dle of a program right now, where every single one of our SBIC's will 
be examined by the first part of November, 

So we will have a plateau of knowledge on which to build. 

Mr. Clawson. Of the present 687 licensees, how many would you 
say might fall among those who need an investigation with the 
result that a revocation of license might follow ? 

Mr. Boutin, I would say, Congressman, and this is the best esti- 
mate I can give you from the examinations that have come in this far 
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since we started the program the 13th of July, that we will probably 
come up with figures that will look roughly like this. 

About 85 companies will voluntanly surrender their licenses be- 
cause they are either inactive or because they just are unwilling to 
comply with the law and the regulations. 

We may have another 200 or thereabouts, 175 to 200j that may result 
in investigations where the examinations show clear violations, willful 
violations of the regulations or of the law itself. 

We probably will have more investigations than that. But I would 
guess, out of the total number of investigations that we will have, that 
we probably will revoke somewhere in the vicinity of a hundred 
licenses between now and the 1st of March, maybe before then. 

Mr. Clawson. Thank you very much. 

Mr. Chairman, I would like to again say that I believe we could 
profit from an executive session. 

The Chairman. I am quite sure we will have one but I would like 
to have more of the members here, to make sure that they are in 
accord with the views expressed. Personally, I favor them. Mr. 
Gettys? 

Mr, Gettts. Mr. Chairman, thank you, sir. 

Mr. Home and Mr. Boutin, I join my colleagues in welcoming you 
to the committee and thank you for coming and for your clear and 
informative statements on the subject. 

One of the matters that disturbs me some is one mentioned by Con- 
gressman Ashley, That is the clarification of what unsafe and un- 
sound practices really are. You know, to give administrators sort of 
arbitrary power to determine that subjectively is going pretty far. 
Will either of you comment on that ? 

Mr. HoRNE. I shall be glad to comment in this respect, sir. I agree 
completely with what I understand to be your intimation, and that is 
that any re^latory agency should be very careful how it applies what- 
ever power it is granted by Congress. 

Congress, of course, as you Know much better than I, sir, cannot 
define in every detail the way they would want the administration to 
be carried out. So this puts a heavy responsibility on the regulatory 
agency that it not abuse any power that the Congress might give it. 

I should say if anyone does he could not live very long under it 
because his hands would be called by congressional committees. 

Mr. Gettts. You are familiar with the U.S. Office of Education! 

Mr, HoRNE. I know what it does, sir, generally. 

Mr. Gettts. That is a fine example of exactly what I am talking 
about at this point. They have gone far beyond what the statute 
intended, 

Mr. HoRNE. I would say also sir, even under existing legislation, and 
this has been true not only of this agency but other agencies generally. 
Congress has felt it necessary in the past to leave some leeway to the 
agency in administering unsafe and unsound, and unsafeness and un- 
soundness has generally applied throughout the Federal agencies. 

Mr. Gettts. But you agree that that is a problem in connection with 
this particular legislation! 

Mr. HoRNE. "Xes, sir; I recognize the issue. I would like to make 
one further remark, sir, if I may. During the more than 30 years that 



Digitized by Google 



FINANCIAL IN8TITDTI0NS 8UPKHVIS0HT AND INStTBANCE ACT 61 

this Board has been in existence, while I sometimes hear fears ex- 
pressed that it might abuse its authority, I think there have been only 
three instances in the past 35 years in which even the saving and 
loan industry has alleged that the Board has abused its authority. 

Mr. Gettys. Thank you for your comments. There is one other 
thing I would like to inject at this point. That is the dual system of 
savings and loans and banks, Federal and Stat«. 

What would be the relationship between the Federal and State 
authorities in connection with the administration of this power of abso- 
lute removal and so forth! Do you cover that in your statement? ■ 

Mr. HoRNE. Yes, sir; I cover it in the statement. May I just make 
one or two remarks without reading my statement? First, I believe 
in the dual system. Second, there are some problems here which we 
canget at in executive session if you prefer to do so. 

Third, whatever authority we would be granted under this legisla- 
tion we would be required, and I agree with this, before we could use 
the cease and desist of suspension and removal authority, to consult 
with and give the State authorities the first opportunity to move. 

Mr. Gettts, Where they have State authority ? 

Mr, IIoRNE. Many States do not have the authority for suspension 
and removal. 

Mr. Gettts. But your idea would be to give the State the first oppor- 
tunity to exercise whatever disciplinary action it has ? 

Mr, HoRNE. Yes, sir. We do that even today, Congressman, without 
it being set into the law. But that would be required in the legislation 
and we are in favor of that requirement. 

Mr. GEnrs. I have one other question. Where there are State 
boards, bank control agencies, or whatever they are called throughout 
the country, have you consulted thran with regard to this particular 
legislation and have they taken *a stand on it so far as the S. & L.'s are 
concerned ? 

Mr. HoRNE. Mr. Chairman, Congressman Gettys has asked a very 
pertinent question. I wonder, sir, if I may point out in answering his 
question that in legislation, as you gentlemen know far better than I 
do, it frequently is a concensus of what Congress as a. wholethinks it 
should be. 

The reason I say that is to emphasize that in preparation of the leg- 
islation now before this committee, this Board and the regulatory 
agencies have worked not only together among themselves over a long 
period of time but we have worked with and consulted with industry 
spokesmen and State savings and loan supervisors. 

I would not want to leave the impression that they are all in accord 
with every detail of this l^islation, but I should like to point out in 
this connection that the U.S. Savings & Loan League, which has in its 
membership 95 percent of the assets of this industry, and the American 
Bankers Association, did support this legislation as it came out of the 
Senate. 

The savings and loan supervisors were consulted, to answer your 
question specifically, and in general they also supported it. They did 
make several recommendations, some of which were accepted. The 
specific section to which I referred a moment ago, which has us cm- 
suit with them prior to taking action ourselves, involves one of the rec< 
ommendations they made. 
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Mr. GETrra. Thank you, Mr, Home, and thank you, Mr, Chairman. 

The Chairman, Mr, Hansen. 

Mr, Hansen. Thank you, Mr. Chairman. 

Mr. Home, at the bottom of page 7 you tell us that the Beverly case 
was converted from mutual to stock in 1961. Was that in the early 
part of 1961 or the latter part of 1961 ? 

Mr, HoRi*B. I do not know the exact date, sir. I think it was in the 
early part of 1961. Maybe Joe Misiora has this. 

Mr. Scott. We will have to supply that. 

(The information referred to follows:) 



Mr. Hanrex. Then after outlining all the things that happened 
in that paragraph and the following paragraph you state that the 
transactions were revealed by an examination early in 196.^. 

Mr.HoRNE. These transactions were. 

Mr. Hansen. Evidently it was not corrected and indicated that 
while the cat was away the mice played. What I am curious about 
is what is ihere in this new legislation that would make it either man- 
datory or tiossible for your agency to keep closer tab on a situation of 
this kind that evidently was not done in this case ? 

Mr. HoRNE. If you will look at the same paragraph to which you 
have referred, in the second sentence of that paragraph, cease-and- 
desist action would have been very helpful. 

Mr. Scott. There is a provision in the bill for improved effective- 
ness on the part of the examiners, in being able to trace transactions 
when they cannot be fully understood except by going beyond what 
the records of the institution may contain. 

This provision in the bill, which the chairman also refers to in his 
statement, would be helpful with regard to making more effective the 
examination function and its ability to ascertain these kinds of trans- 
actions and follow them up when you spot them. 

Mr. HosNE, On that point, the last sentence in that first para- 
graph 

Mr, Hansen. I am not trying to put you on the frying pan, you 
imderstand. 

Mr. HoRNE. I understand. 

Mr. Hansen. But this statement covering this set of facts some- 
what by inference at least indicates that there was not much of a look 
taken at this situation for almost 2 years or a year and a half. 

Mr. Horne. No, sir; I explained a few minutes ago that prior to 
the incidents related here we knew that things were not being carried 
on properly. 

We met with the board of directors and with the management prior 
to the episodes that I gave here, sir. Tlie only thing we could do was 
either persuade them to cease or to cancel the insurance down the 
road. 

Mr. Hansen. I see, in other words, you were not in a position to 
really press the issue under present legislation ? 

Mr. Horne. No, sir. 

Mr. Hansen. To the extent that you feel should have been done? 

Mr. Horne. That is right, sir. 
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Mr. Hansen. Would it be possible with the passage of this measure ? 

Mr, HoRNE. Yes, sir. 

Mr. Hansen. Thank you very much. 

The Chairman. Mr. Stanton. 

Mr. Stanton. Thank you, Mr. Chairman. Grood morning, gentle- 
men. 

Mr. Boutin, attached to your prepared statement there is a compari- 
son between S. 3695 as introduced and as passed by the Senate. I 
notice the deletion of a paragrsiph authorizing the SBA to e:iamine 
small firms receiving financial assistance from SBIC's where the 
Administrator considers such examination necessary or proper. 

Mr. Boutin. That is right. 

Mr. Stanton. Doesn't that greatly weaken your present authority? 

Mr. Boutin. We have authority, Congressman. Tlie Administrator 
may order an investigation. We can go in and examine and then 
evaluate the portfolio companies and the small business concerns. 
The M'ational Association objected very strongly to having this as part 
of our examination procedures for fear that it would be abused. 

I would have preferred to have that section rwnain in the bill, but 
again in the interest of compromise in getting legislation that we badly 
need right now, not waiting for the 90th Congress, we agreed to that 
deletion, to be reconsidered in January when the Congress returns. 

Mr, Stanton, Thank you. Mr, Home, on page 3 of your statement, 
at the top, it says over the last 3i/^ years the Corporation has incurred 
liabilities or estimated losses in excess of $80 million. 

You then go on to say, while it is large, it is not enough to strain 
the resources of the Insurance Corporation. What are the total re- 
sources of the Insurance Corporation at this time ? 

Mr. HoRNE, The last figures indicate it is hitting $1% billion. 

Mr. Stanton. Thank you very much. That is all, Mr. Chairman, 

The Chairman. Let me see where we are. I assume today will 
finish Mr. Boutin's testimony since the national association of SBIC's 
has endorsed this legislation. 

Mr. Boutin. That is correct. 

The Chairman. They will file a statement, I assume, and there is 
no opposition. When we get a quorum we can take up your bill and 
probably dispose of it. It will probably be about next Tuesday. 

Mr. BomN, Excellent. 

The Chairman. In the case of Mr. Home, I think that we will have 
a hearing Tuesday, Congressman Pepper will testify, and the Na- 
tional L^gue of Insured Savings Associations, the National Associ- 
ation of Supervisors of State Banks, the Council of Mutual Savings 
Institutions, and the U.S. Savings & Loan League. 

We will have statements submitted by the American Bankers Asso- 
ciation and the Independent Bankers Association. Then I imagine, 
Mr. Home, we will want you in executive session but I would like to 
have more members present when we pass on that question to make sure 
that we just want you. We might want the FDIC and the Federal 
Reserve under comparable circumstances. 

We will pass on that sometime next week. So if it is agreeable with 
the committee we will excuse Mr. Boutin. 

Mr.FiNO. Mr. Chairman. .i 

The Chairman. Mr. Fino. 
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Mr. FiNO. I have a few remarks I would like to direct to Mr. Boutin. 

The Chairman, All right.sir. 

Mr. FiNO. Mr. Boutin, I have been reading in the papers recently 
of your changed definition of small business whereby a company with 
less than 5 percent of the industry's sales will be classified as a small 



Now in my opinion what you have done is nullify the whole intent 
of the Small Business Act. Under the new definition a concern which 
in 4 out of the past 6 years has topped $1 billion in annual sales would 
be a small business concern. 

Under your definition a company with its common stock value of 
over a quarter of a billion dollars would be a small business concern. 

This to me does not make sense. Obviously the loan assistance that 
the Small Business Administration could render such a concern rela- 
tively would be so small as to be meaningless but it does put industrial 
giants in a preferred position to compete — and I repeat that, to com- 
pete — with truly small business concerns with Government set-aside 
contracts. 

With the financial resources such industrial giants obviously are 

foing to get business that should go to truly small business concerns. 
Ir. Chairman, I realize that this is a little apart from the legislation 
we are considering here this morning, but I thmk this development, this 
new development is so important that our committee formally should 
request that activation of the new regulations promulgated by Mr. 
Boutin be postponed at least until our committee can examine in depth 
this proposed change in the definition of small business. 

The CiiAiKMAN. The new definition will be put in the record so that 
we will have an opportunity to see it. I would be reluctant to ask for 
a postponement of anything until I know more about it than I know 
right now. 

Mr, FiNo, Mr. Boutin is here. If what I have said is true then I 
think we are going way beyond the intent and purpose of the Small 
Business Act as Congress intended it to be. 

The Chairman. Wouldyoulike to comment on what Mr. Finosays? 

Mr. Boutin. Yes, sir; I would appreciate it, Mr. Chairman. 

I would like to point out that first of all this is not an. across-the- 
board or omnibus-type decision. What we have said is that in those 
few selected industries, and the pilot industries are automotive and 
tires — and we would go very, very carefully in expanding that— that 
we are making the definition for procurement set-aside only. 

That remains now in the hands of the procuring agencies. We are 
just giving them a tool where there is such a concentration of industry 
production that the little fellows, maybe large, in absolute terms, but 
very small in terms of their share of the market, would have an oppor- 
tunity to compete. 

Then we would consider industry by industry the 5-percent rule 
which only tells part of the story, because there are other conditions 
that must be met as well. Large firms that have diversified, for in- 
stance, in any of their other production, other products could not have 
more than 10 percent of the market. 

Let us take the single instance of automobiles. Tliere we have the 
big three and the small two, the small two being American ifotors and 
Checker Co. 
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If the procuring agency set aside any part of the procurement to 
these firms they will have an opportunity then to matcn the best price 
Ihat the big three will offer the Government, So there is no additional 
cost to Uncle Sam but a possibility then of fulfilling the mandate of the 
law as I understand it, that SBA shall take such action through its 
Administrator as is needed to preserve and enhance competition. 

The same thing is true in the tire industry where you have very few 
firms. 

Mr. FiNO, Mr. Boutin, what you are saying here is that you want 
to protect, the small fellow as against the big ftllow, talking about the 
automotive industry, the three big compared to the two small but com- 
paring the two small with the small business concerns tliey are giant 
organizations, and you are talking about the American Motors Co. 
which is a multi-million-dollar business. 

You are bringing it into this definition of small business? 

Mr. Boutin. I think the Congressman will agree that they are the 
smallest we have. We are not discriminating against an automobile 
manufacturer with 500 employees, let us say, oecause there is no such 
animal. 

In the tire industry we are bringing in a whole group of manu- 
facturers, some ^"e^y small and some progressively larger, up to the 
definition that we have suggested. 

I also would like to point out to the Congressman that our promulga- 
tion in the Federal Register provides 30 days for comment by anybody, 
people in the industry, people in private life, people in Government, 
other Government agencies, who may feel pro or cwi on this sug- 
gestion that we have made. 

So it is not set in stone at this point. But in my humble judgment, 
provided this is carefully administered and not a wide-open program, 
very carefully selected industries where competition is not oeing 
stined in any way, shape, or manner, and where Government can pla^ 
an influential role in preserving and enhancing competition, that this 
is a good thing for our American economy. 

Now I am perfectly willing to be shown otherwise. This is my 
best judgment and I must say I take full responsibility for the de- 
cision. This was not a dictated decision by anyone in my organization 
or out of it. But this is the best opinion of the present Admmistrator. 

The Chairman. You may put anything in the record thatyou desire 
to so that we can look it over in the consideration of Mr. Fino's sug- 
gestion which we will take up later. 

Mr. BoDTiN. I will be glad to do that, Mr. Chairman. 

(Tlie information referred to follows :) 

SMALL BUSINESS ADMINISTRATION 
[13 CFR Part 121] 

I Rev. 81 
SMALL BUBinEBS SIZE STANDABJIS 

DeflnitiOD of a Small BusineKS Manufacturer 

Notice 1b herebj given ttiat tbe Administrator of the Smalt Business Adminis- 
tration proposes to amend the Small Business Size Standards Hegulation (Rev. 
8), as amended, b; estalilishlng new definitions of a small business manufacturer 
for the pQipose of bidding on Oovemment procurements for passenger car and 
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motorcycle pneumatic tires, truck, and bus pueamatlc tiree, and passenger auto- 
mobiles. 

The present definition of a small business manufacturing concern for ttie pur- 
pose of bidding on Government procurements for the above products is a concern 
which is independentlj' owned and operated, is not dominant in the field of 
operation in which it Is bidding and, together with ita affiliates, emfioja no 
more than 1,000 employees. 

Section 2 of the Small Business Act provides for the preservation and expan- 
sion of competition and states that the declared policy of Congress is that the 
Government should aid. counsel, assist and pruitect, insofar as possible, the in- 
terests of small business concerns In order ito preserve free competitive enter- 
prise and to insure. that a fair proportion of the total purchases and contracts 
or subcontracts for property and services for the Government will be placed with 
small business enterprises. 

In order to increase small business particpation In Government procurement, 
a "Small Business Set-Aside Program" was established. The purpose of 
the program is to provide the opportunity for qualified small business concerni 
to compete for a "fair share" of Government contracts without increasing pro- 
curement costs. 

SBA has the authority and responsibility to determine size standards, which 
define "small business" for each SIC Industry, and to issue a "Certificate of 
Competency" determining that the Arm is competent as to capacity and credit 
to perform the specifle contract. The Government procurement agencies have 
the final decision as to whether a procurement Is to be set-aside. 

While adrainistratlve practices, rules and criteria have changed somewhat 
over time, the principal thrust of the program has been to assist small bualnesB 
in obtaining Government contracts, but without necessarily enhancing competi- 
tion in certain industries. However, by careful and selective revision of size 
standards for certain industries, considerable impact may be made in carrying 
out the congressional intent of enhancing competition via Government procure- 
ment without increa-sing procurement costs. The principal needs and greatest 
potential impacts appear to be in the manufacturing sector of the economy. 

Until 10 years ago. the size standard for all firms engaged in manufacturing 
was set at 500 employees. That is, firms with at most 300 employees were clasal- 
fied as "small business" for Government procurement. It has been recognized by 
SBA that the definition of small business is dependent on the structure of the 
particular industry if competition within the industry is to be preserved and 
strengthened. At the present time, the range of industry size standards for the 
manufacturtng sector runs from 500 to 1,000 employees. 

WTille the need for careful and selective revision of size standards for specific 
Industries has been recognized, current size standards for certain industries arc 
Ineffective in preserving or Increasing competition through Government pro- 
curement. Significant increases in size standards in highly concentrated Indus- 
tries are necessary to enhance competition by lirnis that may be considered 
large in absolute size though small In market shares. 

For some Industries, present nize standards do not provide for efTectlve com- 
petitive impact through procurement. If significant revision of size standards 
for these industries were Implemented, and important enhancement of effective 
competition could be realized without increasing procurement costs. Candidate 
industries include, but are not limited to, those with very few or no firms which 
can meet present size standards. Firms which are large in absolute size, but 
small in market shares, can then effectively compete with the giants In highly 
concentrated Industries. 

The determination of industries for which size standards are to be revised 
must, of course, be accomplished in a very careful and Jndlcions manner. There 
are several factors to be considered. Among the-^e are the competitive struc- 
ture of the industry, the dollar value and distribution of procurements, Uie 
probable effects of competition on smaller firms, if they exist, in addition to 
oftects on the very large firms, the utilization of capacity in the Industry to de- 
termine probable price versus output adjustments, etc. 

The automotive tire industry Is highly concentrated. This pertains to the 
two Industry product classes. Passenger Car and Motorcycle Pneumatic Tires 
(SIC 30111) and Truck and Bus land off-the-roBd) Pneumatic Tires {SIC 
30112). In Ifl.'iS. the four leaders accounted for 74 percent of value of product 
Rhirped and the eight leaders accounted for 8^ percent of value of product 
shipped. 
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By 1965. only 14 domestic flnikB produced automotive tires- This ia to l>e 
contrasted with 23 companiee In 1&15. The degree of concentration has been 
increasing due to vertical aetiuisltions of distribution outlets. There are no 
significant barriers to couiiietition with reference to prodnction technology. 
Optimutn plant size is estimated to be .1,000-10,000 tire casings per day. A plant 
producing 10.000 tlrea per da.v will aet'ount for approximately 2 percent of cur- 
rent tire production. Hence, a firui which may account for a very small portion 
of the market would be of sufficient Kize to produce efficiently. 

The degree of concentration in the pawienger car Industry (SIC .^7171) 1» ex- 
tremely high. In 11)58, the four largest companies acccouuted for 09 percent of 
the value of shipments. While there are four major flruis, only three may be 
considered as dominant in the industry. During the firat 7 months of calendar 
year 1066. the three largest Hrms accouuted for approximately 97 i>ercent of 
sales. At the same Ume. the fourth flnn can likely be competitive with respect to 
capacity and price for Government pro<-urement. Provided that size standards 
are revised accordingly, the operation of the partial set-aside can provide the 
needed opportunity for such competition. Of course, other firms with very tiny 
marlcet shares may be in a position to benefit as well, provided that they can meet 
the output and price conditions. 

mille these industries difTer in degree, the three industries .ire highly concen- 
trated. Also, the volume of Government procurement for products produced 
by Ihese industries is substantial. If these size standards are revised and an 
effective set-aside program is pursued there is every reason to expect that compe- 
tition will lie effectively increased with no increase in procurement prices. 

For these reasons. SBA finds ttiat in order to carry oat the intent and purpose 
of section 2 of the Small Business Act it is necessary to amend the present 
dellnitton of a small business manufacturer of passenger car and motorcycle 
pneumatic tires, truck and bus and off-the-road pneumatic tires and passenger 
automobiles for Government procurement purposes. Therefore, it is proposed 
to establish a new definition of a small business manufacturing these products 
as follows : Any concern which is Independently owned and operated, not domi- 
nant in Its field of operation in which it is bidding and, together with Its affiliates, 
produces less than 5 percent of the total shipments of the passenger car and 
motorcycle pneumatic tires or truck and bus and off-the-road pneumatic tires, 
or passenger antomobiles. 

In additiim, any manufacturer in order to qualify as a small business for 
Government procurement assistance must have produced less than 10 percent of 
the total value of the products produced during the preceding calendar year In 
that field of operation in which it Is primarily engaged. 

Interested persons may file with the Deputy Administrator for Procurement 
and Management Assistance within thirty (30) days after the publication of 
this proposal, written statements of facts, opinions, or arguments concerning 
the appropriate definition of a small business for flovemment procurement 
of passenger car and motorcycle pneumatic tires or trucks and bus and off-the- 
road pneumatic tires and passenger automobiles. 

All correspondence on this matter should l)e addressed to : 
Etaputy Admlntstrator for Procurement and MaaaeenieDt AsBlstance, Small BusIdms Ad- 

mlnlBtratlaii, Sll Vermont Avenue NW., Washington, D.C. 30416. Attention: Size 

Standnrda StilF. 

It Is proposed to change the definition of a small huaLness manufacturing con- 
cern for the purpose of bidding on Government procurements of pneumatic tires 
within Census Classification Ckides 30111 and 30112 and passenger automobiles 
within Census Classification (^ode 37171, as follows : 

The Small Business Size Standards Regulation (Rev. 6) (31 F.R. 9721), as 
amended (31 F.H. 10114, ), Is hereby further amended by; 

1. Adding to Schedule B of the product classes and size standards as follows: 
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2. RevlslDg paragrapb (b) of j 121.3-8 to read as follows: 
8 121.3-8 Definition erf small business for Goremment procurement. 

• ••*•** 

(b) Manufacturing. Any concern bidding on a contract for a product it 
manufactured Is classified : 

(1) As small if It is bidding on a contract for a product clas^fled within an 
industry not set forth in Schedule B of this part and its number of employees 
does not exceed 500 persona. 

(2) As small if It is bidding on a contract for food [fanning and preserving and 
Its number of employees does not exceed 500 persons, eseluslve of agricultural 
labor as defined in section (k) of the Federal Unemployment Tax Act, 68A Stat, 
454. 26 U.a.C. (I.R.C. 1954) 3306. 

(3) As small If it is bidding on a contract for petroleum, other than lubricants 
and miscellaneous petroleum products, and its number of employees does not 
exceed 1,000 persons and it does not hare more than 30,000 barrels-per-day crude- 
oil capacity from owned or leased facilities. 

(4) As small if It is bidding on a contract for a product classified within an 
industry set forth in Schedule B of this part and its number of employees does 
not exceed the size standard established for that industry. 

(5) As small if it Is bidding on a contract for pneumatic tires within Census 
Classification Codes 30111 and 30112: Provided. That (1) the value of the pnea- 
matie tires within Census Classification Codes 30111 and 30112, which it manu- 
factured or otherwise produced during the preceding calendar year was less than 
5 percent of the total value of such tires manufactured or otherwise prodnced 
In the United States during said period, and (ii) the value of the principal prod- 
uct or those products which it manufactured or otherwise produced or sold dur- 
ing tbe preceding calendar year is less than 10 percent of the total value of snch 
product or those products manufactured or otherwise produced or sold in the 
United States during said period. 

(6) As small if it Is bidding on a contract for passenger cars within Census 
Classification Code 37171; Provided, That (i) the value of the passenger cars 
within Census Classification Code 37171, which it manufactured or otherwise 
produced during the preceding calendar year was less than 5 percent of the total 
value of such cars manufactured or otherwise produced in the United States 
during said period, and (ii) the value of the principal product or those products 
which it manufactured or otherwise produced or sold during the preceding calw- 
dar year is less than 10 percent of the total value of that product or those prod- 
ucts manufactured or otherwise produced or sold In the United States during 
said period. 

Dated : September 6, 1966. 

Bebitabd L. Bovtin, Admlntalrator. 

(F.R. Doc. ee-OOeS : Filed. Sept. 13. l«ft» ; 8 :45 a.m.l 

The Chairman. I am greatly concerned about the future of small 
business. I want to get your views on it. You take for instance the 
high interest that is being paid now as between the big man and 
the little man. The little man is certainly at a great disadvantage. 
The big man, big business, gets his money at 6 or 7 percent. Well, the 
effective rate of course is one-half that taxwise. 

It does not help the little man much because he is not in that kind 
of income tax bracket. 

Next is that in getting money to run a business the big concerns 
can go public and sell bonds or stocks or anything that they desire 
to sell and get their money which to them is in effect at no cost except 
they expect to pay dividends from it of course. 

The little man does not do that. He does not have that standing 
that permits him to go public. If he does the expense is so great 
it is not looked upon as a favorable way to attract funds. 

Next is the fact that retained earnings of large concerns are tre- 
mendous. They go up in the tens of billions of dollars. Last year it 
was about $56 billion. That is costjess capital, it coats them nothing 
because the customers pay it. 
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The little man does not have anything like that so he is at a great 
disadvantage. In view of those disadvantages it looks to me like the 
small businessman is facing the hardest future that he has had in a 
long, long time. 

Ihave Deen watching tliis tiling a long time. You take, for instance, 
in most of the States, at least the last count I had, 33 States, the usuir 
laws do not protect the corporation at all. In some States an individ- 
ual can go in and get a loan and of course lenders cannot charge more 
than the rate allowed by statute. 

But it is easy for them to say to him, "now we have our lawyer in 
the back room and we can incorporate you in about 15 minutes and 
as a corporation we can do business because we can charge you a rate 
of interest that will be meaningful to us," and much higher, of course, 
sometimes two or three times the legal rate. 

Too much of that is going on if the reports I get are true. It looks 
to me like the ability of big business to squeeze out these little people 
has increased considerably during the last few years. Considering 
this from the standpoint of concentration, Mr. Boutin, the dangers 
from concentration and this bind that they are in and also their in- 
ability to get proper financing, I want you to comment on this and also 
whether or not you believe that the public service institutions like 
banks and others that get their support from the Federal Government 
really should have some obligation to consider loans to individuals 
and small businesses. 

For instance, if a person goes into a bank representing himself or his 
concern and they just say. No, we don't like the color of your eyes, 
your hair, we won't do business with you, we don't want to have a 
thing to do with you," and don't even consider it as a helpful program 
that will aid the community or the Nation, it is then turned down flat. 
As it is now there is no recourse for that person — none. 

He just has to leave. 

If he goes to another bank the bank will say, "One bank has turned 
you down. We don't do business that way. You have been turned 
down once, we will have to also." 

Those things I wish you would comment on, monopoly and the 
inability to get credit, these points that I have brought up. 

Mr, Boutin. I will be glad to, Mr. Chairman. There is no question 
at all there is great validity in your statement that the tight money 
and high interest rates work a progressively greater hardship on the 
small businessman. 

He has fewer opportunities to find other methods of financing his 
business. It has a great impact on his profit capability and on his 
opportunity to stay in business. I talked with a small businessman 
this morning from the west coast who came in my office literally in 
tears, Mr. Chairman, who has been very successfiJ, he is doing over 
a half million dollars worth of business a year. He has done business 
with the same bank for many years. That bank simply called him in 
and said, "Mister, you have 90 days to find yourself a new source of 
money because we are calling our loans. We have larger borrowers, 
lai^r accounts, that we have to take care of," 

That man, unless we can find a way in SBA to help him, is going 
to be out of business. No help for him. 

I was in upstate New York yesterday. I visited a firm there which 
has had a remarkable growth record, a small business concern doing 
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a lot of work in research and development as well as manufacturing 
new products. 

The president of that firm told me that the only means of survival 
that he sees under the current money market is one of merger with 
a major corporation. That deals with your second point. 

I think this is a lot more general than is readily apparent or realized 
right now. Many of these people who need capital and who cannot get 
it from their banks and they are unable to get it from the stodt market 
are just going to have to look to mergers with other concerns that 
have a lot of money and a lot of leverage in the marketplace of money 
lending, banks and so forth. 

They are just going to have a hard time and are going to look to 
other avenues unless we can find some relief. 

Also, in terms of small business and the small busines^nan, while 
we have seen remarkable growth in the last 5 years and an increase 
in the number of small businesses 

The Chairman. Aren't most of them service industries? 

Mr. Boutin. A great many of them are manufacturing, Mr. Chair- 
man, which is a very surprising fact that we have discovered. More 
and more are going into the research and development field as an ex- 
ample. These concerns have doubled their profits from what they were 
in 1961. 

Unless some relief is found in t«rms of money availability to meet 
growth demands, to meet their payroll, to finance their accounts re- 
ceivable, to get new machinery so that they are abreast of modem 
techniques and requirements, many of these concerns that we have 
such great hopes for now and are so important to our economy and 
our free enterprise system are just not going to be able to survive. 

So that I think that the Small Business Administration's programs 
are more in demand now than they ever have been. We are depended 
upon for help by more businessmen than ever before. 

Now one of the things we are doing, we have a pilot program right 
now with the Bank of America whereby we are guaranteeing loans 
that they make. They do the evaluations, they do the processing, and 
they come to us with a very simplified form. They have entered into 
this voluntarily. We have great hopes that it is going to work where 
with our guarantee they are going to help a lot of these smaJl busi- 
nesses that right now dMi't meet the lending criteria of the bank. 

We hope to broaden it but it is going to take the cooperation of the 
banks. 

The Chairman. You are guaranteeing them 100 percent? 

Mr. BounN. Ninety percent, Mr. Chairman, up to $350,000. 

The Chairman. Each? 

Mr, Boutin. Each, 

The Chairman. Is that taken out of your budget? 

Mr, Boutin, We put aside 10 percent of the amount of the guarantee 
as a reserve, which conserves our funds and it means that we nave that 
much more money to go 

The Chairman, The man who came to your office in tears, why can't 
you help him? 

Mr. Boutin. We are trying to. I arranged for him to meet with 
our loan people before I left for this hearing this morning, Mr. Chair- 
man. I tniuK we are going to be able to do something for him. 
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The Chairman. Dont you think that when you run into eood de- 
serving cases like that all over the Nation wliere vou are unable to help 
them that you should make some report to the Speaker of the House 
or the President of the Senate or the committees of Congress about 
these cases f 

Mr. Boutin. We of course have a great many, as the chairman 
knows 

The Chairman. Well, the Banking and Currency Committees of 
the House and Senate would be the logical ones I think because we 
handle most of your legislation. Don't you think that is a reasonable 
request because that would keep us alerted as to the needs ? 

As I interpret the statement being made you are being asked to 
get tighter and tighter and make fewer and fewer and smaller and 
smaller loans. Am I correct in that ? 

Mr. Boutin. No, I think the real fact, Mr. Chairman, is that we are 
being asked to make better and better loans, in other words, not so 
majuy soft loans. 

The Chairman. Your record has been good so far as quality of the 
loans. 

Mr. Ashley. I was curious, Mr. Boutin, as to the interest rate that 
you charge under the Bank of America guarantee program you re- 
ferred to ? 

Mr. Boutin. It would be a varying interest rate, Congressman. 
Of course we have a limitation that al)ank can charge of 8 percent, 
with a half percent coming to SBA in guarantee fee. 

However, they are not running anything like 8 percent but they are 
not at prime either. Six and a half or 7 percent would be probably 
Osgood 

Mr. Ashley. Saying they are not as good as prime, inasmuch as 
there you have that kind of guarantee agamst the loan how could they 
be better secured than the full faith and credit of the United States! 

Mr. Boutin. I don't dispute that they are very, very well secured 
loans with an SBA guarantee which is in fact a guarantee of the 
United States. 

But prime monw is an awfully scarce commodity now. It is scarcer 
than money, itself. I am just giving the Congressman my best 
opinion. Six and a half or 7 percent would be my judgment, 

Mr. Ashley, What percent of the SBIC's activities are loan trans- 
actions and as against participation? 

Mr. Boutin, It is almost running exactly at 50 percent, long-term 
loans versus equity type financing. 

Mr. Ashley. Do you look into those closely ? It seems to me that 
this kind of transaction lends itself to a leverage position so far as 
the SBIC is concerned. 

Mr. Boutin. As I testified earlier, Congressman, we have not in 
thepast as much as I think we should have, but we are now. 

We are taking a look at every single one of the SBIC's with our 
annual inspections. The two reports that must be submitted to SBA 
each year, one at the end of September, one at the end of March, one 
audited by a public accountant. Also we have the portfolio evalua- 
tion report that comes to us in June. 

So we have now four vehicles. We have a good chance to make 
trujx that these SBIC's are operating properly. 
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Mr. Ashley. Finally, you mentioned with respect to the autoniotive 
industry, the big three and the small two, the small two being Amer- 
ican Motors and the Checker Co. 

What about Kaiser Jeep Co. ? 

Mr, Boutin. Of course, in certain types of vehicles International 
Harvester is producing, too. I was thinking in terms of private 
passenger vehicles, mostly thinking in terms of the other two. 

There would be no restriction there. If they come within the defini- 
tion of 5 percent, fine. 

Mr. AsiiLET. Mr. Home, this final question to you if I may. Does 
the Home Loan Bank Board allow savings and loans to accept share 
deposits in excess of $10,000 limit ? 

Does it allow this ? 

Mr, Scott. Yes. There is no general authority to so restrict it. 

Mr. HoRNE. We do this sometimes. This happens occasionally, 
Congressman ; as the general counsel has pointed out, there is no au- 
thority to restrict them per se. 

Mr. Ashley, Could there be authority ? Is it fair to deposit or if 
there is a problem area that he is not aware about ! 

Mr, HoRNB. I was going to point out that once it reaches a certain 
stage where it is pretty much under our jurisdiction, we can say and 
we have said in two or three cases in recent years that a particular 
association cannot take in accounts in excess of $10,000. 

Mr. Ashley. Then you do have authority apparently ? 

Mr. HoRNE. After it reaches practically a disappearing stage. 

Mr. Scott. It is this situation, Congressman Ashley. If the Insui> 
ance Corporation is called upon to render some form of assistance to 
the association, for example, by a loan or contribution or whatever, 
then of course we are in a position to enter into an agreement and as 
part of that agreement to obtain certain commitments as to the actions 
of the association. 

We don't have authority as such just to promulgate a rule affecting 
all institutions, that they shall not take in more than a certain amount 
from amr one source or account holder. 

Mr. Ashley. Would such authority be useful, bearing in mind of 
course the various stages of development of problems that you are 
confronted with with respect to various institutions? 

Mr. HoRNE. I can see I oelieve where such authority might be useful. 

Mr. Scott. We do reach a point in these situations where what 
you are referring to is a matter of concern to us, yes. 

Mr. Ashley. This is not a matter that falls within the purview of 
the legislation. It seems to me it might be well, when it is convenient 
for you to do so, to address yourself to this inquiry and perhaps direct 
a letter to the chairman so that your views will lie a matter of record 
for the committee. 

Mr. Scott. I shall be glad to do so, 

Mr. Ashley. Thankyou very much. 

I — may I say again — I appreciate the testimony of both these gentle- 
men, Mr. Chairman. They are both doing an outstanding job. 

The Chahiuan. I share your views. I think they are too. Mr. 
Clawson. 

Mr. Clawson. Thank you^ Mr. Chairman. 

In conne<;tion with the discussion on high interest rates, I would 
like to ask Mr. Home to make an observation of the competitive 
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position of the Government in the money market as a result of the most 
recent announcement of home loan banss to issue $6dO million at 6.25 
percent to yield 6.2, 

Mr. HoHNE. I don't know that there is much enlightenment I can 
give to the Congressman or other members of the committee on that 
score. We all know that even though there is more money available 
today than there ever has been, there is also much greater demand for 
it than there has ever been. 

This has produced quite a few stringencies. At this particuhir point 
we have a S500 million rollover coming due and we have gone to the 
market to obtain fimds to meet that. 

Mr, Clawson. One year I understand ? 

Mr. HoRNE. Actually in this case when we announced the $650 
million, $400 million would come from the market and $250 million 
from the Treasury trust funds. 

This could conceivably, as one newspaper pointed out this morning, 
mean that some other Govemmrait agency might go into the market 
for a hundred million dollars more than anticipated. 

The important thing so far as we are concerned is that the Treasury 
recognizes our situation and they were prepared to make up any 
difference between what we should go to the market for and what our 
needs might be. 

But as you correctly pointed out, if we go to the marketj we do have 
to pay this price for it. As a matter of fact, it is better with the yield 
of 6.20 than we thought it would be when we felt the pulse or the 
market on Friday and Monday and Tuesday. 

We thought that we would have to stick with the 6.25 at least, but 
we were able to do a little bit better. 

Mr. Clawson. With the permission of the chairman, would you be 
willing to submit a list of the Treasury trust funds that todr up the 
$250 million on this? 

Mr. HoRNE. I will take this up with the U.S. Treasury. 

The Chairkan. I think you ^ould make your request to the Sec- 
retary of the Treasury. If you want to I will submit the request. 

Mr. Clawson. Will you do that, Mr. Chairman ? 

(The information referred to may be found on p. 266,J 

The Chaikman. Yes. May I suggest that the Participation Sales 
Act has been very much abused. A lot of people are for it, a lot of 
people are against it. But when I was first consulted about this pro- 
posal by the Bureau of the Budget and the Treasury and others in the 
conference that we had, the first thing I said was that we must make 
arrangements to use these trust accounts, and named several of them. 

I had the amounts there. It did not strike them too well at that 
point. You will recall the Joint Economic Committee's report this 
year recommended the use of trust accounts, and being chaiiman of 
that committee I have kept up with this and I think it is a wonderful 
thin*;. 

If for no other reason the Participation Sales Act is worth a lot 
to this country because it gives the President for the first time the 
authority and the power, to use these trust accounts, and they were 
used in the issue that you have just mentioned for the first time. Is 
that right? 

Mr. H<stNe. The first time for us as I recall, sir. 
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The Chairman, It is the first time generally since the Participation 
Sales Act. Anyway, that act is the first one tnat implemented tne ma 
of these trust accounts, I think it will be a wonderful thin^ not only 
to the general economy to have more money and credit avadable but 
also to the Government trust accounts. 

They are entitled to reasonable interest from the fund, 

Mr, HoRNE, If you will forgive me for saying so, Mr. Chairman, 
this is just another example of several instances in which your leader- 
ship has been shown to be wise. 

The Chairman, I was not fishing for a compliment. I appreciate 
that. Without objection we stand in recess until 10 o'clock Tuesday 
morning and you gentlemen have permission to elaborate on youi 
statements if you desire, to make the points you would like to make 

Mr. Boutin. Thank you, sir. 

Mr. HoKNB. Thank you, Mr. Chairman, and members of the com- 
mittee. 

The Chairman. Thank you, gentlemen, 

(The following information was submitted for the record:) 
Fedebal Home Loan Bark Boabd, 

Wathington, D.C., May 25, I9SS. 
Hon, Wbioht Patuan, 

Chailrman of the Banking and Currency Committee, U.S. Home of Rep- 
resentativeg, Washint/ton, D.C. 

Deab Mb. Chaibuan : Tlie Federal Home Loan Bank Board la [deaaed to sub- 
mit its Tiews on possible amendment of tbe Savings and Loan Holding Company 
Act to permit a savings and loan holding company's subsidiary association to 
paitldpate In a supervisory merger with a failing Institution. 

Tbe act providing for tbe regulation of savings and loan holding companies, 
enacted as Public Law 86-374 on September 23, 195». amended the National 
Housing Act by adding a new section 408 thereto which, among other things, 
prohibits savings and loan holding companies from acquiring th? control of an; 
other Insured savings and loan Institution. Thus, subsection (c) of said sectltMi 
408 (12 U.S.C. 1730a. (c) ) provides that ; 

"(c) It shall be unlawful for any company on or after Septemtier 23, 1959 — 
"(1) to acquire tlie control of more than one injured institution; or 
"(2) to acquire the control of an Insured InRtltution when it holds the 
control of any other insured Inatitntion." 

In the light of a 1960 opinion by its General Counsel, the Federal Home Loan 
Banli Board has uniformly construed said section 408(c) as prohibiting further 
holding company acquisitions by any methods, whether by purchase of capital 
stock or by merger or purchase of all or substantially all <^ the assets (rf another 
Insured Institution. 

Current developments in the savings and loan field have demon etra ted, in ibe 
Board's view, the desirability of statutory authority permitting such acquisi- 
tions by way of merger or purchase of assets In a limited number of sltnations 
were such action is deemed necessary by tbe Federal Savings and Loan Insur- 
ance Corporation in order to prevent a default in tbe mergtag institution. 

Accordingly, I am submitting for consideration by your cranmittee, In con- 
nection with Its study of H,R. 14159. the Financial Institutions Supervis<»T 
Act of 1966, a draft of such an amendment to said section 408(c). which would 
create a limited esception for supervisory mergers or purchases of assets which 
have tteen given prior approval by the Board in order to prevent a default in 
the Institution being acquired. If viewed favorably by the committee, tbe 
Board wotUd recommend the amendment be added as section 103 of title I ot 
H.R. 14160. 

I am advised by the Bureau of the Budget that there la no objection from the 
Btandp<rint of the administration's pn^nun to the submission of this report. I 
would like to request that this letter be printed as part of tbe record of the 
bearings, when held by the committee, on H.R. 14159. 

With kind persouat r^arda, I am 
Sincere!;, 

John Hobne, Okaifmait. ■ 
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SUOaKSIBD AlfESDUBNT TO Hit. 141S» 

Sec. 103. Sabsection (c) of section 408 of the National Homing Act, as 
amended (12 U.S.C. 1730a. (c)), is hereby amended to read as follows: 
"(c) It shall be unlawful tor any company on or after September 23, 1959— 
"(1) to acquire the control of more than one insured institution, or 
"(2) to acquire the control of an insured institution when it holds the 
control of any other insure<i institution, 
except in a transaction which has been approved by the Board In order to prevent 
a default in the Insured institution the stock or assets of which are being 
acquired." 

Fedbbjo. Houb Loan Bane Boabd, 
Washington, B.C., September 19, J966. 
Hon. Wkioht Patuan, 

Chairman, Committee on Banking and Currency, 
Bou»e of Repregentatives. 

Deab Mb. Chaibman: At the reqnest of Congressman Hanna, I am attaching 
hereto a draft of alternative language for amendment of subsection (c) of 
section 408 of the National Honking Act (the savings and loan holding'-company 
section) to permit a savings and loan holding company's subsidiary Insured 
association to participate in a supervisory merger or similar transaction with 
a falling insnred association. 

This draft Is alternative to the draft which I transmitted to you witli my letter 
of May 25. 1966, relating to pos^ble amendment of the House version (H.R. 
14159) of the proposed supervisory l^slation. It is intended to accomplish the 
same purpose as the previous draft but avoids reference to "default". 

If asked whether the attached draft would be acceptable to the Federat Home 
Loan Bank Board for inclusion In 9. 3158, my answer would be In the affirmative. 
With kindest regards, 1 am 
Sincerely, 

John E. Hobne. 
SuQOESTGD Amendment to S. 3158 

8ec 103. Subsection (c) of section 408 of the National Housing Act, as 
amended (12 TI.S.C. 1731^. (c) ). is hereby amended to read as follows: 
"(c) It shall be unlawful for any company on or after September 23, lte9 — 
"(1) to acquire the control of more than one insured institution, or 
"(2) to acquire the control of an insured institution when it holds the 
control of any other insured institution, 
except in a transaction which has been approved by the Federal Home Loan 
Back Board upon a determination by it that such transaction is advisable to 
assist in preventing the commencement or continuance of involuntary liquidation 
of the insured institutions whose control, whether by acquisition of stock or assets 
or otherwise, is being acquired by such company or an insured institution which 
It controls." 

Qbeateb Washinoton Industkial Investuerts, Inc., 

Washingtim, D.C. , Septentber li, 1966. 
Hon. Wbiost Patman, 

Ckainnan, COTnmittee on Banking and Current, 
Souk of Representatives. Wnshingloti. D.C. 

Deab Mb. Chaibman : It is my understanding that your committee will shortly 
consider H.R. 16934, the companion bill to S. 3895 which was recently passed by 
the Senate. While we at Greater Washington Industrial Investments, Inc. sup- 
port the spirit of that hill, we would like to call your attention to one provision 
which Imposes an tmjustifled hardship on public SBIC's and their officers, direc- 
tors and principal shareholders. I refer to section 9 which would amend chapter 
17 of title 18 of the United States Code to impose a criminal penalty (or the use 
of 8BIC stock as collateral for loans to purchase stock In an SBIC. 

Apparently, this section was added as a result of the hearings held by the Sen- 
ate Permanent Subcommittee on Investigations to prevent the so-called "boot- 
strapping" of an SBIC. This refers to a procedure whereby the statutory capital 
of an SBIC did not in fact represent the shareholders' own funds but was ob- 
tained through loans which were secured by their SBIC shares and which were 
often repsid by a diversion of the SBIC's assets. We at Greater Washingtoa 
concur tolly that such jwficticea must be eliminated : however, the proposed bill 
goes tar beyond that and also preventB tbe use of SBIC shares as c<^tf rol w >*■ 
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llin liwnM are u«ed to paKhaae stock on the open market. Since sucti pordiaseB 
iMVfl no effect whatever on Che 8BIC's statutory capital, the application of tills 
■•w-tl<)n to open market pnrchaaea does not serve the Government's interest and. 
In fact, le contrary to It. 

I'aNHage of section 9 In Ita present form will injure the 8BIC program by sig- 
nifltantly limiting tbe opportunity for 8BIC managers to invest In their own com- 
panies. Operating an SBIC snecessfnily is a difficult business and requires par- 
ticularly able executives. The competition for such pe<^Ie Is Intense, and SBIC's 
are often at a serious competitive disadvantage In the salaries that they can pay 
and, as registrants under the Investment Company Act of 1&40, in being pro- 
hibited from granting stocli options. One of the few incentives that exists is tbe 
availability of presently undervalued stock In the over-the-counter market. (For 
the past 4 years, most public SBIC shares have traded at discounts of 50 
percent or more from tbelr underlying net asset values.) To dedicated SBIC 
executives with confidence In the ultimate future of the program, stock ownership 
offers a significant personal Incentive as well as a tangible expression of tbelr 
confidence. For the many executives with limited financial resources, however, 
this often requires that they borrow against their shares. 

The proposed provision not only prevents legitimate purchases on credit, but it 
also introduces uncertainty In any situation where an SBIC executive has 
pledged his shares for a nonpurpose loan. Because of the difficulty in ctmclu- 
sively proving the esact use of the proceeds of a revolving n<mpurpoae loan, 
It would appear that once an SBIC executive's shares were pledged under audi 
a loan, he would be risking possible criminal prosecution If he were to buy addi- 
tional shares, even if apparently with other funds. I respectfully siriMnit that 
this is not Congress' Intention, and therefore section 9 should be amended to 
eiciude purchases in a public market. 

If you have any questions or if you would care to have me expand this state- 
ment, either personally or In writing, I would be bappy to do so. 
Tours very truly. 

Doit A. Chribtbrbek, Prettdent. 

ITelesram] 

WABHrnoTOiT, D.C., September 16, 1966. 
Hon. Weight Patman, 
Houte of Repretentativei, 
Room 2S28. Raybum Buildtm/, Washington. D.C.: 

Reference my letter of September 14 to the House Banking and Currency 
Committee, we strongly recommend that If open market purchases cannot be 
exempted from section 9 of S. 3695, the section should at least be amended to 
permit such pledging of SBIC shares when prior approval of tbe Small Business 
Administrator has been obtained. 

GSEATEB WABHINGTON INDUSTRIAL INVKBTHBRT, IHC. 

(A Federal Licensee Under the Small Business Investment Act), 

Don a. Cbbistgnbbr, PreMdettt. 

( Telegram ] 

Bbidqepobt, Conn",, September 16, 1966. 
Re Honae bill 8. 3695. 
Hon. WmroHT Patman, 

Chairman, Com/mittee on Banking and Currency, 
House of Repre»entatives, Washington, D.C.: 

In reference to the above bill regarding previous borrowing and pledging of 
SBIC stock we urge committee amendment to permit such pledges with SBA 
approval. 

FmsT Connecticut Small Business Irvestuent Od. 
James M. Bbeiner, Chairman of the Board, 
David Bngoson, President. 

(Whereupon, at 12 :05 p.m., the committee adjourned, to reconvene 
at 10 a.m., Tuesday, September 20, 1966.) 

(The Committee on Banking and Currency, in executive session, 
ordered H.B, 18021 reported to the House, without amendment, on 
September 28, 1966. The bill, H.B. 18021, follows :) 
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H. R. 18021 



IN THE HOUSE OV KEPHESKNTATIVES 

SKfiTMiiKn 27, IMfi 
S[r. P.VTMAN iiilmiliiceil llic fi.llowijij; liill; wliicli wna vefnml U> (1 
millee on l!iinliiiig and Currency 



A BILL 

To nmi'nd the Sinnll Business Iiivcsfmont Act of 1058, (iiid for 
other purposes. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assemhled, 

3 Tliat this Act may he cited as the "Small Bii^ness Invest- 

4 meiit Act Amendments of 1966". 

5 Sec. 2. Section 201 of the Smnll Business Investment 

6 Act of 1958 Is amended to read as follows; 

7 "ESTAliLlSlIMENT OF SMALL BUSINESS INVESTMENT 

8 DIVISION 

9 "Sec. 201. There is hereby established in the Small 

10 Business Administration a division to be known as the Small 

11 Business Investment Division. The Division shall be headed 

I 
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1 by an Associate Administrator who sliall be appointed by Ae 

2 Administrator, and sliaJl receive compensation at the rate 

3 provided by law for other Associate Administrators of the 

4 Small Business Administration." 

5 Sec. 3. Section 308 of the Small Business Investment 
C Act of 1958 is amended — 

7 ( 1 ) Ijy striking out the Inst two sentences of sub- 

8 section (c) ; and 

9 (2) by inserting after subsection (c) the following 

10 new subsections: 

11 " (f) In the performance of, and with respect to the 
1- functions, powers, and duties vested by this Act, the Ad- 
13 niinistrator and the Administration shall (in addition to 
H any authority otherwise vested by this Act) have the func- 
\^ tions, powers, and duties set forth in tlie Small Business 
lli Act, and the provisions of sections 13 and 16 of that Act, 
17 insofar as applicable, arc extended to the functions of tlie 
W Administrator and the Administration under this Act. 

19 " (g) The Administration shall include in its annual 

30 report, made pursuant to section 10 (a) of the Small Business 

U Act, a full and detailed account of its operations under this 

tt Act. Such report sliall set forth the amount of losses sus- 

1ft taincd by the Government as a result of such operations 
the preceding fiscal year, together with an estimate 
total losses which the Government can reasonably ex- 
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1 pect to incur as a result of such operations during the then 

2 cHiTciit fiscal year." 

3 Sec. 4. (a) Section 309 of the Small Business Invest- 

4 ment Act of 1958 is amended by striking out the section 

5 heading and inserting In lieu thereof the following: 

6 "revocation and suspension of licenses; CEASE AND 

7 DELIST orders". 

8 (b) Section 309(a) of such Act is amended — 

9 (l) hy inserting "revoked or" before "suspended"; 

10 (2) by striking out in paragraph (1) "Adminis- 

11 (ration, for the purpose of ohtaining the license" and 

12 inserting in lieu thereof "Administration"; and 

13 (3) by striking out in paragraph (2) "for the pui^ 
1* pose of obtaining the license,". 

1^ ((') Section 309(h) of such Act is amended to read 

1° as follows: 

1' " (b) Where a licensee or any other person has not 

1^ eomplied with any provision of this Act, or of any regula- 
1^ tion issued pursuant thereto by the Administration, or is 
engaging or is about to engage in any acts or practices 
which constitute or will constitute a violation of such Act 
or regulation, the Administration may order sucli licensee ■ 
or other person to cease and desist from such action or failure 
to act. The Administration may further order such licensee 
or other person to take such action or to refrain from such 
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4 

1 action as the Administration deems necessary to insure 

2 compliance with the Act and the regulations. The Admin- 

3 istration may also suspend the license of a licensee, against 

4 whom an order has been issued, until such licensee complies 

5 with such order." 

6 (d) Section 309(c) of such Act is amended — 

7 (1) l>y inserting after "licensee", the first place 

8 it nppears, tlie following: "and any other person"; 

9 (2) by striking out "inform the licensee" andin- 

10 serting In lieu thereof the following: "set forth"; 

11 (3) by inserting after "licensee", the last place 

12 it appeal's, the following: "and any other person in- 

13 volved"; and 

14 (4) by inserting before "suspending", each place 

15 it appears, the following: "revoking or". 

16 (e) Section 309 (c) of such Act is amended by insert- 

17 ing after "licensee", the first place it appears, the following: 

18 ", or other person against whom an order is issued,". 

19 (f) Section 309(f) of such Act is amended— 

20 ( 1 ) % striking out the first sentence and inserting 

21 in lieu thereof the following: "If any licensee or other 

22 person against which or against wliom an order is issued 

23 under this section fails to obey the order, the Admin- 

24 istration may apply to the United States court of ap- 
26 peals, within fiie circuit where the hccnsee has its prin- 
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1 cipal plmte of business, for tbe enforccmetit of the order, 

2 and shail file a transcript of 'iie record upon which the 

3 order complained of was entered."; and 

4 (2) by inserting "or other person" before the period 

5 at the end of the second sentence. 

6 S]':c. 5. Section 310 of the Small Business Investment 

7 Act of 1958 is amended — 

8 { 1 ) by striking ont the section heading and insert- 

9 ing in lieu thereof "examinations and investiga- 

10 TiONs"; and 

11 (2) by inserting " (a) " after "Sec. 310.", and by 

12 adding at the end thereof a new subsection as follows: 

13 " (h) Each small business investment company shall l)e 

14 subject to examinations made by direction of the Admlnistra- 

15 tion by examiners selected or approved by the Administra- 

16 tion, and the cost of such examinations, including the com- 

17 pensation of the examiners, may in the discretion of the 

18 Administration be assessed against the company examined 

19 and when so assessed shall lie paid by such company. Every 

20 such company shall make such reports to the Administration 

21 at such times and in such form as the Administration may 

22 require; except that the Administration is authorized to 

23 exempt from making such reports any such company which 

24 is registered under the Investment Company Act of 1940 
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1 to the extent necessary to avoid duplication in reporting 

2 requirements." 

3 Sec. 6. Section 311 of the Small Business Investment 

4 Act of 1958 is amended by adding at the end thereof the 

5 following new subsection: 

6 "(c) The Administration shall have authority to act 

7 as trustee or receiver of the licensee. Upon request by the 

8 Administration, the court may appoint the Administration 

9 to act in sudi capacity unless the court deems such appoint- 

10 ment inequitable or otherwise inappropriate by reason of 

11 the special circumstances involved." 

12 Sec. 7. Title III of the Small Business Investment Act 

13 of 1958 is further amended by adding at the end thereof the 

14 following new sections: 

15 "eemoval oe auaPENSiON of directors and officers 

16 OF LICENSEES 

17 "Sec. 313. (a) The Admmistration may serve upon 

18 any director or officer of a licensee a written notice of its 

19 intention to remove him from office whenever, in the opinion 

20 of the Administration, such director or officer — 

21 "(1) has willfully and knowingly committed any 

22 substantial violation of — 

23 " (A) this Act, 

2» "(B) any regulation issued under this Act, or 
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1 "(0) a (jt'asc-iiiHl-iloKist order which hns lic- 

2 come finnl, or 

3 "(2) hiiH willfully mid kiiowhigly committed or 

4 engaged in any act, oniniission, ur i)ra(;tice which eon- 

5 stitutea a substantial breach of his fiduciary duty as such 

6 director or officer, 

7 and that sueli violation or such bix-nch of fidneiaiy duty is 

8 one involving personal dishonesty on the part of such direo- 

9 for or officer. 

10 '" (b) In rcBpect to any director or officer refen-ed to 

11 in subsection (a), the Administration niay, if it deems it 

12 necessary for the protection of the licensee or the interests 

13 of the Administration, by written notice to such effect sened 

14 upon sncli director or officer, siisi)end him from office and/or 

15 prohibit him fi-oju hulher ptirticipiition in any manner in 

16 the conduct of the afTairs of the licensee. Such suspension 

17 and/or prohibition shall become effective upon service of 

18 such notice and, unless stayed by a court in proceedings 

19 nuthorized by subsection (d), shall remain in effect pend- 

20 ing the completion of the administrative proceedings pur- 

21 Buant to the notice seiTed under snbsection (a) and until 

22 fiuch time as the Administration shall dismiss the charges 

23 specified in such notice, or, if an order of removal and/or 

24 prohibition is issued against the director or officer, until the 
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1 effective date of any such order. Copies of any sucli notice 

2 shall also he served upon the interested licensee. 

3 " (c) A notice of intention to remove a director or offi- 

4 cer, as provided in subsection (a) , shall contain a statement 

5 of the facts constituting grounds therefor, and shall fix a time 

6 and place nt ^vhich a hearing will he held thereon. Sudi 

7 hearing shall he fixed for a date not earlier than thirty days 

8 nor later than sixty days after the date of service of such 

9 notice, unless nn earlier or a Inter date is set by the Ad- 

10 ministration nt the request of (1) such director or officer 

11 and for good cause shown, or (2) the Attorney General 

12 of the United States. Unless such director or officer shall 

13 appear at the hearing in person or by a duly authorized rep- 

14 resentative, he shall be deemed to have consented to the 

15 issuance of an order of such removal. In the event of such 

16 consent, or if upon the record made at any such hearing the 

17 Administration shall find that any of the grounds specified in 

18 sadi notice has been established, tlic Administration may 

19 issue such orders of removal from office as it deems appro- 

20 priate. Any such order shall become effective at the expini- 

21 tion of thirty days after service upon su<-h licensee and the 

22 director or officer conc«mcd (except In the case of an order 

23 issued upon consent, which shall become effective at the time 

24 specified therein). Such order sliall remain effective and 

25 enforcihle except to such extent as it is stayed, modified, ter- 
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1 minated, or set aside by action of the Administration or a 

2 reviewing court. 

3 " (d) Within ten days after any (Urector or officer has 

4 been suspended from office and/or prohibited from par- 

5 tidpation in the conduct of the affairs of a licensee imder 

6 subsection (b) , such director or officer may apply to the 

7 United States district court for the judicial district in which 

8 the home office of the licensee is located, or the United 

9 States District Court for the District of Columbia, for a 

10 stay of such suspension and/or prohibition pending the 

11 completion of the ndministrative proceedings pursuant to the 

12 notice served upon such director or officer under subsection 

13 (a) , and such court shall have jurisdiction to stay such 

14 suspension and/or prohibition. 

15 " (e) Whenever any director or officer of a licensee 

16 is charged in any information, indictment, or complaint 

17 authorized by a United States attorney, with the commis- 

18 sion of or participation in a felony involving dishonesty or 

19 breach of trust, the Administration may, by written notice 

20 served upon such director or officer, suspend him from office 

21 and/or prohibit him from further partidpation in any man- 

22 ner in the conduct of the affairs of the licensee. A copy 

23 of such notice shall also be served upon the licensee. Such 

24 suspension and/or prohibition shall remain in effect until 
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1 such information, indictment, or complwnt is finally dis- 

2 posed of or until terminated by the AdminiBtration. In the 

3 event that a judgment of conviction with respect to such 

4 offense is entered against such director or ofQccr, and at siicli 

5 time as such judgment is not subject to further appellate 

6 review, the Administration may issue and serve upon such 

7 director or officer an order removing him from office. A 

8 copy of such order shall be 3er\'ed upon such licensee, where- 

9 upon such director or officer shall cease to be a director or 

10 officer of such licensee. A finding of not guilty or other dis^ 

11 position of the charge shall not preclude the Administration 

12 from thereafter instituting proceedings to suspend or remove 

13 such director or officer from office and/or to prohibit him 

14 from further participation in licensee affairs, pursuant to 

15 subsection (a) or (li). 

16 " (f) (1) Any hearing provided tor in this section shall 

17 he held in the Federal judicial district or in the territory in 

18 which the principal office of the licensee is located unleRs 

19 the party afforded the hearing consents to another place, and 

20 sliall be conducted in accordance with the provisions of chap- 

21 tcr 7 of title 5 of the United States Code. After such henr- 

22 ing, and within ninety days after the Administration has noti- 

23 fied the parties that the case has been submitted to it for final 

24 decision, the Administration shall render its dedsion {which 

25 shall include findings of fact upon which its decision is 
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1 pretlioateti) and shall issue and cause to be served upon 

2 each party to the proceeding an order or orders consistent 

3 with the provisions of this section. Judicial review of any 

4 such order shall be exclufflvely as provided m this sub- 

5 section. Unless a petition for review is timely filed in a 

6 court of appeals of the United States, as heremaiter pro- 

7 vided in paragraph (2) of this subsection, and thereafter 

8 until the record in the proceeding has been filed as so pro- 

9 vided, tie Administration may at any time, upon such notice 

10 and in such manner as it shall deem proper, modify, termi- 

11 nate, or set aride &ny such order. Upon such filing of the 

12 record, the Administration may modify, terminate, or set 

13 aside any sndi order with permission of the court. 

14 " (2) Any party to such proceedmg may obtain a 

15 review of any order served pursuant to paragraph (1) of 

16 this subsection (other than an order issued with the consent 

17 of the director or officer concerned, or an order issued under 
13 subsection (e) of this section), by filing in the court of 

19 appeals of the United States for the circuit in which the 

20 principal office of the licensee is located, or in the United 

21 States Court of Appeals for the District of Columbia Circuit, 

22 within thirty days after the date of service of such order, 

23 a written petition praying that the order of the Adrainis- 

24 tration be modified, terminated, or set aside. A copy of 

25 Buoh petition shall be forthwith traiumitted by tbe ol 
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1 of the court to the Administration, and thereupon the Ad- 

2 ministration shall file in the court tlie record in the proceed- 

3 ing, as provided in section 2112 of title 28 of the United 

4 States Code. Upon the filing of such petition, such court 

5 shall have jurisdiction, which upon the fihng of the record 

6 shall, except as provided in the Inst sentence of said parar 

7 graph {!), he exclusive, to affinn, modify, terminate, or 

8 set aside, in whole or in part, the order of the Administra- 

9 tion. Review of such proceedings shall be had as provided 

10 in the Administrative Procedure Act, The judgment and 

11 decree of the court shall be final, except that the same 

12 shall be subject to review by the Supreme Court upon 

13 certiorari as provided in section 1254 of title 28 of the 

14 United States Code. 

15 "(,S) The commencement nf proceedings for judicial 

16 review under paragraph (2) of this subsection shall not, 
1"^ unless specificnlly ordered by the court, operate as a stay 
1^ of any order issued by the Administration. 

19 "unlawful acts and omissions by officers, DIEEO- 

20 tors, employees, ob agents; bbpach of fiduciary 

21 DUTY 

22 "Sec. 314. (a) Wherever a licensee violates any pro- 

23 vision of this Act or regulation issued thereunder by reason 
^ of its failure to comply with the terms thereof or by reason 
25 of its engaging in any act or practice which constitutes or 
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1 will constifiite a violation thereof, such violation shall he 

2 deemed to be also a violation and an unlawful act on the 

3 part of any person who, directly or indirectly, authorizes, 

4 orders, participates in, or causes, brings abont, counsels, aids, 

5 or abets in the commission of any acts, practices, or trans- 

6 actions which constitute or will constitute, in wliolc or in 
"^ part, such violation. 

^ " (b) It sliall be unlawful for any officei', director, em- 

® ployec, agent, or other participant in the nmnagenient or 
" conduct of the affali's of a Hccnsce to engage in any act 
^ or practice, or to omit any act, in breach of his fiduciary 
dnty as such officer, director, employee, agent, or piirti(;ipant, 
^^ if, as a rcsnlt thereof, the licensee has suffered or is in im- 
^* minent danger of sufTeriiig fiiuinciiil loss or other damage. 
" (c) Except with the written consent of the Adminis- 
tration, it shall be nnkwfut — 
' " { 1 ) for any person hereafter to take oflicc as an 

officer, director, or employee of a licensee, or to become 
an agent or participant in the conduct of flie affairs or 
management of a licensee, if — 
^^ "{A) he has been convicted of a felony, or 

any other criminal offense involving dishonesty or 
breach of trust, or 

"(B) he has been found civilly liable in dsm- 
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1 agen, cir has been pcrnmncntly or tempornrily ea- 

2 joined I>y an order, judgment, or decree of a court 
^ iif coni{H;teiit jurisdiction, by reason of any act or 

4 ])ni(;tice involving fraud or breach of trust; or 

5 " (2) for any person to continue to ser^'e in any of 

6 tbc abovc-dcscribcd capacities, if — 

7 " (A) lie is hereafter convicted of a felony, or 

8 any other criminal offense involving dishonesty or 
f> breiicli of trust, or 

10 "(I^) )■<} is hereafter found civilly liable in 

11 (liuiiageH, or is permanently or temporarily enjoined 

12 by III! ariU-T, jtitigment, ur decree of a court of com- 

13 jtcflrnt jurisdiction, by reason of any aet or practice 

14 involving friuid or breach of trust. 

15 "I'KNALTrKS AND FORFEITURES 

16 "HVA\ !tir>. (a) Kxcept as provided in subsection (b) 

17 of this seclion, a lioenHCO which violates any regulation or 

18 written dintclivn iHsued by the Administrator, requiring tfac 

19 filing of any n>giilar or special report pursuant to section 310 
■^ (b) of this Art, stiall forfeit and pay to the United States a 
21 civil penalty of not more than $100 for each and every day 
^2 of the continuance of the licensee's failure to file such re- 
2^ port, unless it is shown that such failure is due to reasonable 
'^ cause and not due to willful neglect. The civil penalties pro- 
^ vided for in this section shall accrue to the United States 
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1 and may be recovered -in a civil action brought by tlio 

2 Administration. 

3 " (b) The Administration may by mica and regulations, 

4 or upon application of an interested party, at any time pre- 

5 vious to such failure, by order, after notice and opportunity 

6 for hearing, exempt in whole or in part, any small business 

7 investment company from the provisions of subsection (a) 

8 of Ibis section, upon such terms and conditions and for such 

9 period of time as it deems necessary and appropriate, if the 

10 Administration finds that such action is not inconsistent 

11 with the public interest or the protection of the Admini»- 

12 tration. The Administration may for the purposes of this 

13 section make any alternative requirements appropriate to 

14 the situation. 

15 "jurisdiction and service of PR00K88 

16 "Sec. 316. Any suit or action brought under section 

17 308, 309, 311, 313, or 315 by the AdministrBtion at law 

18 or in equity to enforce any liability or duty created by, or 

19 to enjoin any violation of, this Act, or any rule, regulation, 

20 or order promulgated thereunder, shall be brought in the 

21 district wherein the licensee maintains its principal office, 

22 and process in such cases may be sen'ed in any district in 

23 which the defendant maintains its principal office or transacts 

24 business, or wherever the defendant may be found." 
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1 Sec. 8. (a) Section 4(b) of the Small Business Act 

2 is nmcnded by striking out "three Deputy Admiiiistratora" 

3 and inserting in lieu thereof "a Deputy Administrator and 

4 three Associate Adniinislrators {including the Associate 

5 Administrator specified in section 201 of the Small Business 

6 Investment Act of 1958) ". 

7 (b) Such section is further amended by adding at the 

8 end thereof tlic following: "The Deputy Admiiiistni'tor shall 

9 be Acting Adnnnistnitor of the Administration during the 

10 absence or disability uf tlie Admltiisti'atur or in the event 

11 of a vacancy in the office of the Administrator." 

12 (e)(1) Section au;{(d) of the Federal Executive 

13 Salary Act of 1964 is nmcnded l)y adding at the (rnd thereof 

14 the following: 

15 "(70) Deputy Administrator of the Small Hnsiness 
ly Administration." 

17 (2) Section 303(c) (11) of such Act is amended by 

18 striking out "Depdty Administrators of the Small Business 
11* Administration (4) " and inserting in lieu thereof "Asso- 
^ date Adminislmtors of the Small Business Adininistra- 

21 tion (3)". 

22 Skc. 9. (a) The table of contents of the Small Business 
2^ Investment Act of 1958 is amended — 

24 (1) hy striking out the items describing the con- 
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1 tents of sections 309 nnd 310 ami Inserting in lieu 

2 tlicreof the following: 

"Sec. 300. Bevocalion and suspension of licenses; cease and desist orders. 
"Sec. 310. Exnminations and investigations."; 

3 and 

4 (2) by inserting at the end of that part which 

5 describes the contents of title III the following new 

6 items : 

"Sfc 313. Rcmoral or suspension at directnrs and officers of licensees. 
"Sec, .114. Unlawful acts and omisBioiia by officers, dii'pclorSiPniployceSior 

agents; breacli of fiduciary duty. 
"Sec .315. Penalties and forfeitures. 
"See. 316. Jurisdiction and service of process." 
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TITESDAT, SEPTEHBEB 20, 1866 

HoDSE OF Representatives, 

CoMMnTEE ON BaNEINO AND CuRBENCY, 

Washington, D.C. 

The committee met, pursuant to recess, at 10 a.m, in room 2128. Ray- 
bum House Office Building, Hon. Wright Patman (chaimmn) pre- 
siding. 

Present: Representatives Patman, Multer, Barrett, Mrs. Sullivan, 
Ashley, Stephens, St Germain, Gonzalez, Weltner, Gettys, Hansen, 
Annmizio, Rees, Widnall, Mrs, Dwyer, Halpem, Harvey, Talcott, 
Clawson, Stanton, and Mize. 

The Chairman. The committee will please come to order. 

This morning the committee resumes public hearings on S. 3158, the 
financial institutions supervisory bill. 

Our witnesses include the Honorable Claude Pepper, a Representa- 
tive in Congress from the Third District of Florida. Congressman 
Pepper will testify on S. 3158, as well as his own bill, H.R. 17703. 

Other witnesses are Mr, Arthur Courshon, representing the National 
League of Insured Savings Associations, Mr. Nonnan Strunk, repre- 
senting the United States Savings and Loan League, Mr. George L. 
Bliss, representing the Council of Mutual Savings Institutions, and 
Mr. Hollis Burt, representing the National Association of Supervisors 
of State Banks. 

We will hear from Congressman Pepper first, and ask him to briefly 
describe for the committee the main differences between his bill and 
S. 3158. Because of the large number of witnesses this morning, I will 
ask each witness to limit his oral presentation to 10 minutes. That is 
in order to give the members an opportunity to ask questions, and we 
will probably bring out the points the witnesses would want to bring 
out anyway. And there would be a saving of a little time. 

So Congressman Pepper, you may proceed. And the others, I think 
I will ask them to come around here to the witness table, if you will — 
all whose names I called, in the order in which I called them, please. 
Mr, Courshon, Mr. Strunk, Mr. Bliss, Mr. Burt. 

All right. Congressman Pepper. You may proceed in your own way. 

STATEMENT OP HOH. CLAUDE PEPPEE, A BEPEESEBTATIVE IH 
CONaSESS FROU THE STATE OP FLOBIDA 

Mr. Pepper. Thank you, Mr. Chairman, and members of the com- 
mittee. I could not be here without saying what a privilege it is for 
me always to return to this great committee with which I had the 
privilege of two such pleasant and meaningful years of service. 

95 
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First, Mr. Chairman, I want to make it very clear that I have a 
personal and financial relationship to the savings and loan industry, 
so that anyone who wishes to do so may evaluate that interest and con- 
nection in relation to anything that I say. 

In 1952, while I was out of Congress, I was attorney for a group of 
very able citizens, including Mr. Arthur Courshon here, in applying 
for a charter for a savings and loan association. The charter was 
granted, the association was established, I am pleased to say that it 
has now something like $130 million or more in assets. 

I feel it has rendered a valuable contribution to our area, 

I am an officer, although not active in the management — I am a di- 
rector and have been since the inception of the institution, with Mr. 
Courshon and his office, associate general counsel. My office, of course, 
handles principally the affairs of the association on my behalf. I am 
also general counsel for another savings association, at Cocoa, Fla. 

I have spoken at a good many national and international meetings 
of savings and loan associations. 

I hope that my association with the savings and loan industry has 
also, Mr. Chairman and members of the committee, given me alittle 
better underetanding than I would otherwise have or the nature and 
the importance of this great industry which now, I believe, I heard 
Mr. Home say, has assets in the United Statefe of something like $130 
or $140 billion. 

So this legislation is very vital to our country, as well as to the asso- 
ciations which are involved directly in it and, of course, to the great 
banking industry of our country. 

Now. Mr. Chairman, I am here today to favor the policy of giving 
authority to the Home Loan Bank Board for sound and desirable regn- 
lations of the savings and loan industry, and of course for the Federal 
Reserve Board and the Federal Deposit Insurance Corporation to have 
appropriate authority with respect to the institutions over which th^ 
have supervisory responsibility. 

As a matter of fact, in March, March 16, 1964, 1 introduced in the 
House H.R, 10494, one of the first bills that would have given author- 
ity to the Home Loan Bank Board to issue cease-and-desist orders, 
and to exercise other authority which is involved in the Senate bill, 
and had the Home Ix)an Bank Board — I feel I must say — -given its 
support to that bill, they could now, since some time in 1964, have had 
authority to issue cease-and-desist orders in a manner that perhaps 
would have been helpful to them in meeting some of the problems about 
which they have told or will tell this honorable committee. 

The basic difference that I come here to emphasize today between the 
approach of the Senate bill and the approach of H.R, 17703 which I 
have offered in expression of my views and the views of many others 
in the industry, particularly the National League for Insured Sav- • 
ings — the difference, I say, Mr. Chairman and members of the commit- 
tee, is the degree of authority to be given to the Home Loan Bank 
Board in the definition of its power to regulate and the degree of judi- 
cial review which shall be permitted with respect to the exercise of that 
power. 

For example, in respect to a cease-and-desist order, under our bill, 
the only authority for the issuance of such an order woiild be that the 
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association, in the opinion of the Board, as expressed bv appropriate 
resolution, has violated & law or a regulation of the Board. 

Xow, that is a definable criterion. That is the kind of a criterion 
a court may review to determine whether thera was a law or whether 
there was a regulation violated by the association. 

Now, the Senate bill lays down these criteria— and I am reading 
from page 3 of the bill : 

If in the opinion of ttae Board an aMHOoiatlon ix violating. liaH violated or the 
Board has reasonable cauRe to l)elieve that the association Is about to violate a 
]aw, rule, leguletion or cbarter or other condition impoMed in writing b? the 
Board or written agreement entered Into with the Board, or is engaging or liaw 
engtaged or the Boanj has reasonable cause to believe that the association Is 
about to engage in an unsafe or unsound practice, the Board may issue and 
Herre upon the association a notice of charges in respect thereof. 

Now, what is unsafe or unsound practice? That is a matter of 
judgmrait. How is a court going to review what is an unsafe or un- 
sound practice if there is no (^finition in the law ? 

Now, here are the additional criteria on page 4 of the Senate bill : 

Whenever the Board shall determine that the violation or the unsafe or un- 
sound practice or practices siiet-ified in the notice of charges served upon the 
association pursuant to paragraph 2(a) of this subHectlon, or the continuation 
thereof, is likely to cause insolvency as dellned In paragraj^ 6(a)l of this sub- 
section, or substantial dissipation of assets or earnings of the association, or is 
likely to otiierwise seriously prejudice the interests of its savings account 
holders — 

What do you mean "seriously prejudice the interests"; how is a court 
going to review without definition of law what you mean by "seriously 
prejudice the interests of its sayings accoimts holders" ? 

The Board may issue a temporary ot^er — 

And so on. 

Now, there, then, is the first distinction in approach" which I wish 
to emphasize to this honorable committee. 

Do you wish to limit the right of the Home Loan Bank Board to 
issue a cease-and-desist order to definable criteria, such as law or regu- 
lation? Since the Home Loan Bank Board is expressly given the 
Eower to issue rules and regulations, it would seem to me that it would 
e able to issue regulations that would substantially cover all substan- 
tial and significant possible violations or improper conduct on the part 
of savings and loan associations. 

Now, that is the first thing. 

The second thing with which we have a strong difference of opinion 
with the Senate bill is this — and this difference is presented in our 
bill. That is with respect to what kind of judicial review shall be pos- 
sible after a cease-and-desist order becomes final. 

Under the Senate bill, the only recourse for the aggrieved association 
or party is the right of appeal to the court of appeals, a circuit court, 
of appeals. And when you get there, as an aggrieved party, the only 
que^ion before the court of appeals is whether or not there is sub- 
fitantial evidence to justify the administrative action taken by the 
Home Loan Bank Board. 

Nowj what would our bill provide? And by the way, Mr. Chairman, 
after giving more thought to this matter and discussing it with those 
who luve a similar point of view to mine, I wish to prapoee ceirtain 
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amendments to our bill, and they will be embodied in writinff and 
filed with your honorable committee, or a clean bill will be intrtx&ced ; 
but I will give what they are in substance. 

Our bill will provide that once there is found to be a violation of a 
law, rule or regulation, propounded and promulgated by the Board, 
the Board may put a cease-and-desist order into effect. No court 
can hold it up. And that order will remain in effect until or imless 
it may finally, after all of the judicial procedures that may be possible, 
have-— determine whetlier or not it is to remain perma.nently in effect. 

In other words, our bill, as amended, will not be subject to the criti- 
cism that the Board can never get anything done. If they try to put 
into effect a cease-and-desist order under our bill as filed, the court 
could review it, and it might set it aside, and they might not be able to 
get that order effective until 2 or 3 years had elapsea maybe, when all 
the judicial proceedings had finally been taken. 

Now, we are changing that so as to eliminate that criticism, and 
saying that we think there should be some definable criteria for the 
issuance and the finalization of a cease-and-desist order, but once 
those criteria are found to exist by the Board, they may put the order 
into effectj and it will stay into effect until s<Hne court in final exer- 
cise of j udicial power sets it aside. 

Now, what could be wrong with that? You don't interfere with 
them, you let them go ahead, but you say that review may be had. 

Now, hert is the second difference, if I may, that is. That the right 
of review shall not be before a court of appeals where the only thing 
the aggrieved party can assert is that tnere was no substantial evi- 
dence to sustain the action of the Board. The review would be before 
the appropriate and ordinary courts of the land — the district court in 
the area where the association is located, or in the District of Columbia, 
with the usual right of appeal, and the power of the court would be 
complete to review the order to determine whether or n(A it was a 
proper order, including the power to take testimony if the court should 
find it might be necessary to have additional evidence before it in rul- 
ing upon uie matter. 

Now, what is wrong with the Home Loan Bank Board being 
subjected to the same requirements that other citizens in the protection 
of uieir interests of this country are subjected to ; namely, the riffht 
of ordinary review in the courts according to the ordinary principles 
of law. 

Now, that is the basic difference. 

So in respect to the cease-and-desist order, we say put it into effect, 
once reasonable criteria have been found to be satisfied by the Board, 
keep it in effect unless in a proper review the courts of the land who 
have authority to exercise the same power they ordinarily have in a 
lawsuit set it aside. 

Now, that is the first thing. 

Mr. Barrett. I just want to ask you this question. Do I compre- 
hend you to mean that you would put no time limit on this being 
reviewed by the court ? 

. Mr. Pepper. Well, the time limit are the rules of law that ordinarily 
msvail to review. But what I am empliasizinc, I will say to my 
mend from Penr Ivania, is the Board has no right to say "We cannot 
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exercise our supervisory power because you are ^oing to delay us in 
the courts." Ine power would have been exercised, the cease-and- 
desist order would be in effect, and it would be upon the association or 
the aggrieved party the responsibility to get it set aside. 

I am emphasizing that 

The Chairman. Congressman, I wonder if it would be all right for 
the others to speak, and tlien you can comment further. - And also each 
one of you will have the privilege of editing your remarks to embrace 
anything you desire to embrace in your testimony that comes up in 
the questioning or otherwise. 

Mr. Pepper. Mr. Chairman, may I just take a minute or two to say 
this^ 

Now, the same principle applies to tlie appointment of a conservator. 
Under our bill, as it will be amended, the Board, when the criteria that 
are proper^we make a little difference in our criteria to have a little 
bit more definiteness in the nature of those criteria. But if the Board 
finds the criteria to exist, it can appoint a conservator or receiver, he 
will stay in office unless and until the courts might, by a proper review, 
set it aside. So they are not being hampered in their power to ap- 
point a conservator. The only other major difference, Mr. Chairman, 
IS this : We do not have in our bill any power on the part of the Board 
to remove an officer, because we think authority already exists in the 
Board to tell a board.of directors, which does have authority to remove 
an officer, that if you don't get rid of this officer, whose conduct we be- 
lieve is dislionest, we will be forced to file a cease-and-desist order or 
to appoint a conservator for your institution. 

Now, I would rather have that power exercised that way through the 
local board, which can get effective results, than to give the Board 
the right to pick and choose to remove directors and officers all over the 
United States. 

Thank you very much, Mr. Chairman. 

Mr. Barrett. Mr. Chairman. 

The Chairman. Mr. Barrett. 

Mr. Barrett. I did not know of the background of our distinguished 
former member of this committee until he came here and made these 
expressions this morning. I never knew that you were intimately 
associated with the building and loan industry as you have pointed 
out here. 

Now, I am convinced that my commendations on you heretofore — 
that you have proven to be one of the most knowleageable and most 
capable members that ever graced this forum. 

Mr. Pepper. I thank you. 

Mr. Barrett. It is certainly a pleasure to have you here, to be able 
to make this commendation this morning. 

Mr. Pepper. Thank you very much. 

The Chairman. I share the views of tlie gentleman from Penn- 
sylvania, Mr. Barrett. I have known Congressman Pepper a long 
time — when he was in the TLB. Senate a long time. I know we had a 
lot in common. He oftentimes introduced a bill in the Senate and 1 
introduced it in the House, indicating we did have a lot in common. 

Mr. Pepper. Mr. Chairman, whether this is the right time to do it 
or not, I have a comparison of this bill, H.R. 17703, that we have ] 
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introduced, with H.B. 10494 that I introduced in the 88th Congresa 
that I would like to introduce into tlie record. 

Also a comparison of H.R. 17703 with present law, and also a com- 
parison of H.R. 17703 with the Senate bill, S. 1368. 

The Chairman. They may be inserted. 

(The comparisons referred to follow : ) 



H.R. 17703, the Financial Institutions Supervisory Act of 1966, incindes the 
context of the provisions in H.R. 10494, the 1964 Enforcement Sanction Amend- 
ments to the Home Owners' Loan Act of 1933. 

The highiights of H.R. 10494 are as foilows. It applied oniy to Federal savings 
and loan associations and granted the Federal Home Loan Bank Board cease 
and desist order power over such associations, while providing for judicial 
recourse to Federal district courts, which were granted juriwiiction to adjudicate 
issues of fact and law. 

It permitted issuance of cease and desist order proceedings for violation of a 
law or regulation. The order would become effective upon service. Within 30 
days thereafter, management could request review by a Federal district court 
The court could consider law and fact and sustain or set aside the cease and 
desist order. Upon a showing of Irreparable damage, an association could 
request the court for an interlocutory Injunction against the cease and desist 
order temporarily staying operation of the order pending decision on application 
for the injunction. 

That bill al)ollshed the office of Supervisory Representative in Charge, who 
under present law, takes over control of an association ex parte and without 
notice but only pending appointment of a conservator or receiver. Under the bill 
the Federal Home Loan Bank Board would be required to obtain a Federal 
district court order to appoint a conservator or receiver. The court could order 
the Board to do so ex parte and without notice in an emergency involving sub- 
stantial dissipation of assets or loss of effective managerial control of the asso- 
ciation. No conservator or receiver would be appointed unless tbe court feels a 
cease and desist order wouldn't effectively protect tic public, the savers In the 
association, and FSLIC. Court proceedings would be expedited as preferential 
cases. Tbe court would not be bound by previous conclusions of fact or law by 
the Board. 

The Board could appoint a conservator or receiver itself if tbe board of 
directors or the members of an association consent. 

Incumbent members, officers, directors and attorneys of an association would 
be authorized to contest proceedings under this section 5 of the Home Owners' 
Loan Act of 1933, and the Board could allow them reimbursement of expenses and 
attorneys' fees. 

Except with Federal Home Loan Bank Board consent, no one could serve as 
director, officer or employee of an association who bad been or is convicted of dis- 
bonesty or breach of trust. Tbe penalty for violation would be a fine of up to 
$100 a day to be collected from the association by tbe Board Cor its use. 

H.R. 17703 likewise contains all of the provisions that were in H.R. 10494. 
In addition, H.B. 1TT03 does the following. 

It applies these same provisions to State-chartered savings and loan associa- 
tions having accounts insured by FSLIC and to banks having deposits insured 
by FDIC. 

In tbe case of State-chartered savings and loaii associations or banks, it re- 
quires the Federal regulatory agency to inform the State suitervisory agency 
of a time which corrective action is to be taken against an association. If no 
such actl<Hi is taken by that time, tbe controversy is referred to a Federal district 
court (or settlement 
' A two-year cutoff date would be provided for past violations that maj' serve 

'~'~ *" *or cease and desist order proceedini^s. 

rative bearings would be private unipss the private party involved 
« R public hearing. 
jQlsory att "" 
vaqnired only In fi 
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side that State could be required to appear or be produced In the State wbere 
located. 

A cease and desist order would become effective 30 days after service. 

The iDterlocutorr injuaction procedure could stay action by the Board only 
upon a showing that Irreparable damage would otherwise ensue. 

Cease and desist orders would be prohibited from use to limit dividend rates 
on savings, to appoiDt or remove officers or directors, to assume any managerial 
function, or to assume any association shareholder's or stockbolder'a prerogative. 

If a person convicted of a felony involving dishonesty or breach of trust within 
the preceding 5 years serves an association without Board consent, the maximum 
lienalty upon conviction would be $100 fine per day or 10 days' imprisonment tot 
each day's violation, or both, against the person, rather than a fine against the 
association, as in H.R. 10494. 

As to termination of insurance proceedings against State-chartered Instltu- 
tions, they are not to be commenced until cease and desist proceedings are 
conducted first. 

CoupABiBON OF H.R. 17706 With Pbesent Law 

This comparison will consider separately the three basic parts of H.R. 
1T703, namely 

I. Federal Savings and Loan Associations. 
II. FSLIC-Insured Associations. 
III. Banks Insured by FDIC. 
/. Federal savings ond loan associations 

1. Section 5(d) (1) of the Home Owners' Loan Act of 1966 presently contains 
provisions for an administrative hearing by a hearing examiner under the Ad- 
ministrative Procedure Act for alleged violation of law or regulation. After 
the hearing, the Federal Home Loan Banli Board adjudicates the case and may 
issue a suitable order requiring correction of any violation found. 

Within 30 days after notice of an alleged violation is served, the Board or 
the association affected may apply to a Federal district court for declaratory 
Judgment and injunction or other relief. 

The Board may also apply to Federal district court for enforcement of its 
final orders. An association may appeal from a final Board order as provided 
in the Administrative Procedure Act. ITie present Home Owner's Loan Act pro- 
vision expressly requires the court review to be upon the weight of the evidence. 

In place of these provisions, B.Et. 17703 substitutes a formalized cease and 
desist order procedure under the Administrative Procedure Act. Grounds are 
limited to violation of law or reflation within the past two years. The hearing 
would be private unless the affected party requests a public hearing. A cease 
and desist order Issued as a result of the hearing would take effect 30 days after 
service. 

An interlocutory Injunction against the Board sought by an aggrieved person 
after service of notice of an alleged violation could l)e issued by a Federal district 
court only on a showing that irreparable damage would otherwise ensue. 

Tlie Board may request tbe Federal district court to enforce compliance with 
a final cease and desist order. 

Within 30 days after service of a cease and desist order, a savings and loan 
association or aggrieved person may petition a Federal district court for review 
of law and fact. The court reviews the record and may try the case from 
scratch if circumstances warrant. Tbe court is not bound by previous cwiclu- 
sions of the Board. Alternative administrative remedies need not be exhausted 
before seeking court action. 

By definition, cease and desist orders exclude control of dividends on savings 
or interest on loans, appointment or removal of association personnel, assump- 
tion of any managerial functions, or assumption of shareholders' or stockholders' 
prerogatives. 

2. Section 5(d) (2) of the Home Owners' Loan Act of 1933 allows the Board 
to appoint a conservator or receiver for specified grounds, after providing oppor- 
tunity for a hearing under the Administrative Procedure Act. Court review 
may be had under that Act on the weight of tbe evidence. In an emergency, the 
Board may es parte and without notice name a Supervisory Representative in 
Charge for a limited time pending appointment of a conservator or receiver. 
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Bslating case law holds that in its discretion, the BoanJ may act under section 
5(d) (2) without first using its hearing procedures under section 5(d) (1). 

H.R. 17703 chanfces the RTOunda for conservatorship or receivership (1) by 
including willful and substantial dissipation of assets or earnings due to violation 
of law or regulation In^t^ad of merely vioiatlon of law or regulation; (2) by 
adding willful and substaotial violation of a ftnal cea»ie and deelst order; and 
(3) by deleting unsafe or unsound operation. 

It deletes the office of Supervisory Representative in Charge, 

It requires that the Board obtain a Federal district conrt order for appoint- 
ment of a conservator or receiver, except where the board of directors or members 
of an association otherwise consent. In an emei^ency Involving substantial 
dissipation of assets or loss of effective managerial control, the court may order 
the Board to appoint a conservator or receiver ex parte and without notice. 
In any case the court will issue an order for a conservator or receiver only if 
it believes a ceuse and desist order won't effectively protect the public, savers and 
K8LIC. 

Appointment of a receiver constitutes a default under Title IV of the National 
Housing Act enabling FSLIC to iiay Insurance proceeds to savers. 

Incumbent personnel of an association may contest any cease and desist order 
proceedings or proceedings to api>oint a conservator or receiver. 

Except with Board consent, no one can serve as association personnel who 
within the preceding 5 years was convicted of felonious dishonesty or breach of 
trust. For conviction of willful violation of this restriction, the person is subject 
to a maximum fine of SlOO per day or 10 days imprisonment for each day's 
violation or both. 

II. FSLIC-insured associations. 

1. Section 407 of Title IV, National Housing Act provides a procedure for termi- 
nating FSLIC insurance either voluntarily or by Board action. Grounds for 
Board action are (1) violation of duty as an insured institution, (2) continuing 
unsafe or unsound practices in business, and (3) knowingly or negligently per- 
mitting officers or agents to violate any applicable law or regulation. The Board 
is to give a statement to the. supervisory authority to obtain correction, and a 
copy to the association. If not corrected in 120 days or a shorter time fixed by the 
supervisory authority, the Board may give the association not less than 30 
days' notice of intention to terminate its Insurance. A hearing is set before 
the Board, a member or a designee. If after hearing (unless the association 
forfeits by nonappearance) the Board finds a ground for terminating insurance, 
it may Issue an order terminating insured status on a date after the finding and 
after the time set in the notice of Intention to terminate. The hearing is under 
the Administrative Procedure Act and is subject to review under that Act by a 
court on the weight of the evidence. Insurance continues for 2 years after termi- 
nation of insured status, in favor of sums then Insured and maintained in the 
association, but not In favor of new money. The association must pay as a 
final premium twice its last annual premium upon termination of its insured 
status. It must notify its members of snch termination, else the FSLIC may 
give notice. 

2. H.R. 17703 makes the following changes in this procedure : 

(a) It requires use of cease and desist order proceedings Iwfore nse of the fore- 
going proceedings to terminate insurance, 

(6) As grounds for cease and desist order proceedings, it specifies violation 
of law regulation within the past 2 years. It provides cease and desist procedure 
for insured associations parallel to that provided for Federal associations, as 
noted under heading I above, providing the same recourse to judicial review. 

(0) It also requires that FSLIC notify the State supervisor of any cease and 
desist order proceeding or termination of insurance proceeding involving a 
State-chartered institution. FSLIC must specify a time within which the State 
supervisor is to accomplish corrective action. If no such action occurs. FSLIC 
may within 30 days refer the resulting controversy to a Federal district court 
for appropriate adjudication. The court is to act de novo. 

III. Bank* injured by FDIC. 

1. Section S of the present Federal Deposit Insurance Act provides a pro- 
cedure for termination of insurance of accounts voluntarily or by action of the 
FDIO Board. Grounds for Board action are (1) continued unsafe or unsound 
practices in bUBlness, and (2) knowingly or negligently permitting bank of- 
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fleers or agents to violate an applicable law or regulation. If the Board finds 
such a ground, vt notifies the Comptroller of the Currency (for national and D.C. 
banks) the State supervisory authority (for State banks not members of the 
Federal Reserve System) and the Federal Reserve Board (for State banks that 
are members of the Federal Reserve System) by giving a statement of such 
practlcies or violations to secure correction, with a copy to the bank. Unless 
corrected within 120 days or shorter time as the above 3 regulartory agencies 
respectively, may require, the Board may g;iye the bank not less than 30 days' 
notice of intention to terminate its Insured status. A hearing Is provided before 
the Board or a designee at which evidence may be produced, upon which the 
Board makes conclusive flndtugs. If the bank doestit appear at the hearing, it 
is deemed to consent to termination of insurance. If the Board flnds an alleged 
practice or violation exists and hasn't been tlmelj corrected, it may order insured 
status terminated on a date after ttie findings and after the time set in the 
notice of intention to terminate. FDIC may publish notice of termination. The 
bank is to notify (iepoeitors. Deposits on hand and maintained continue Insured 
for 2 years after termination of insured status. The bank continues to pay 
assessments during that period. 

Termination of Insured status requires removal of Federal Reserve member- 
ship, and receivership for a national bank. Generally, if a member bank ceases 
to be a Federal Reserve member, its Insured status terminates. 

An FDIC-lnsured bank that rttops receiving deposits other than trust funds, 
will have its Insured status terminated. 

The Insured status of a bank whose liabilities are as.sumed by another bank 
will terminate upon FDIC's receipt of evidence of such assumption. It may 
terminate in 6 months upon 30 days' notice to depositors of the hank wltose lla- 
lilllties are assumed. 

2. H,R. 17708 adds to these i>ro visions the following : 

(a) Cease and desist order proceedings parall^lng those noted under headings 
I and II for savings and loan associations, with like recourse to Judicial review. 

(b) Procedure for handling actions involving State banka are Identical with 
Ihose under heading II Involving State-chartered savings and loan associations. 
This means that unresolved controversies Itetween Federal and State authorities 
may be submitted to a Federal district court for seftlenient. 

3. It sltould be noted that present law (12 II.S.C. 77) provides procedure 
whereunder an officer or director of a national or D. C. bank or a State bank 
that is a Federal Reserve Ryirtem member may be removed from office for vio- 
lating law or continuing unsafe or unsound practices in busine^-s, after warning. 
For national and D. C, banks, the Comptroller of the Currency is to certify the 
facts to the Federal Reserve Board, which grants an opportunity to the ac- 
cused for hearing, and may on finding a violation order him removed. The Fed- 
eral reserve agent certifies the facts In the case of a State member bank of the 
Federal Reserve System. FDIC has no such express removal authority. 

i. H.R. 17703 contains no provisions for sHS|)ension or removal of officers or 
directors of banks, thus leaving the above provisions of present law In effect. 



Com p AM SON • 

H.R. 17703 is the less inclusive of these two bills. Briefly, It provides cease 
and desist order procedure for the Federal Home Loan Bank Board as to Fed- 
eral savings and loan associations, FSIiIC-lnsured associations, and FDIC- insured 
banks ; and modifies grounds and procedure for appointing conservators and re- 
ceivers of Federal associations. 

S. 3158 Includes «uch cease and desist order procedure and different provisions 
iis to conservators and receivers. It exiwiids the cease and desist procedure by 
.luthorizing l:«uance of teui|X>rar; cease and desist orders where the alleged 
violation is likely to cause insolvency, substantial dissipation of assets or earn- 
ings, or serious prejudice to savers. It also contains other grants of power to the 
regulatory agencies. It empowers them to suspend and remove officers and di- 
rectors and other personnel of a financial institution in cases involving personal 
dishonesty. This power extends to cases where the person, in the Board's opin- 
ion, has shown personal dtebonesty and unfitness for service by incurring 8ul>- 
stantial loss In any business venture. Suspension may extend to anyone charged 
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with felonious dlshoneety or breach of trust in an informBtion, ladictment or 
compiaint authorized by & U.S. Attorney. He may be removed on final conviction. 
1( all directors of an association are suspended, the Federal Home Loan Banb 
Itoard may appoint temporary directors. 

It provides criminal penalties Cor anyone suspended or removed from service 
vrho takes part In the association's affairs or solicits or votes proxies or without 
Federal Home Loan Bank Board appzvjval votes for a director or serves as 
director, officer or employee of any FSLIC-insured association. 

It also provides a fine against an association using the services of a person 
convicted of dishonesty or breach of trust, except with Board consent. 

Termination of FSLIO-lnsured status automatically ends Federal Home Loan 
Banlc System membership of an association and vice versa. 

Change In control of an insured association through transfer of stock or rights 
to vote Is to be reported to FSLIC by the chief executive officer of the associa- 
tion. He Is also to report a loan by an insured association (or FDIC-lnsured 
bank) secured by 25 per cent or more of the voting stock of an Insured instlto- 
tioa. nnless the borrower owned the stock one year or more or unless it is 
stock of a newly organized association before it opens. Specified information is 
required in such reports. Thereafter the association is to report a change In 
its chief executive or any director in the next 12 months. 

FSLIC may require current or former management personnel of any Insured 
association and the association Itself to provide such reports and disclosures as 
P8LI0 determines appropriate to protect the investors or FSLIC, FSLIC may 
prescribe civil penalties for noncompliance. 

Federal examiners are empowered to examine affairs of all affiliates of insured 
associations or banks at the expense of the association or bank. 

The foregoing summarizes the areas of activity the Federal agendes WOOld 
be given under S. 3158. Some more particular differences between H.R. 1770S 
and S. 3158 should be noted, as follows : 

1. S. 3158 exempts the Federal Home Loan Bank Board from suits for money 
damages. H.R. 1T703 does not. thus preserving the present provision of section 
5(d) (1) of the Home Owners' Loan Act of 193;i. 

2. S. 3158 permits suit against the Board by a Federal association or its 
officers or directors. H.R. 17703 extends the privilege to any aggrieved person. 

3. 8. 3158 specifies the following as grounds for commencing cease and desist 
order proceedings (1) past, present or reasonable expectation of future violation 
of law. rule, regulation, charter or other written condition or written agreement 
with the Board, (2) past, present or reasonable expectation of future unsafe 
or unsound practice. H.R. 17703 specifies more limited grounds of present or 
past violation within 2 years of a law or regulation. 

4. S. 3158 requires the administrative hearing to be private unless a public 
hearing Is agreed to by the Board and the other party. H.R. 17T03 provides for 
a private bearing and a sealed record unless the private party requests a public 
bearing. 

5. Under S. 3158 the earliest access to the court is within 10 days after a 
temporary cease and desist order is issued. Under H.R. 17703 an aggrieved party 
can apply to court for an interlocutory injunction against Board action after 
service of a notice of cease and desist charges, but must show that Irreparable 
damages would otherwise ensue, 

d. Under S. 3158, appeal from a final cease and desist order may be made 
to a Federal Court uf Appeals, which is to review It under the Administrative 
Procedure Act, This means the agency's order must be upheld if su[g)orted 
by substantial evidence. Under H.R. 17703 the appeal goes to a Federal district 
court, and court review is on the weight of the evidence, a more stringent test. 

7. Under S, 3158, a reviewing court passes only on law, not fact. Under H.E. 
17703 the court in its discretion may take evidence itself and conduct a trial of 
facts and law if circumstances warrant. 

8. Under S. 3158. the court is bound by the agency's decision if the decision 
Is suported by substantial evidence, even though the court itself might bave 
reached a different decision on the law under the facts of the case. Under B.R. 
17703 the court Is not bound by the agency's decision. 

9. Under S. 3158, presumably all adroinistrative remedies must be exhausted 
before recourse may be bad to the courts. Under H.R. 17703 this is not required. 

10. Under S. 3158, no specific areas are excluded from operation of a cease 
and deri^rt order. Under H.R. 17703, such am order excludes llmitfi on dividends 
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on savings or interest on loans, appointment or removal of association personnel, 
assumption of managerial functions, and assomption of prerogatives of stock- 
holders and shareholders oif an aaBoriati»n. 

11. Grounds for appointing a conaerTator or receiver under S. 3168 indude (1) 
insolvency, (11) substantial dissipation of assets or earnings due to vioiatira of 
law, rule, or regulation or due to unsafe or uaisound practice, (iil) unsafe or 
unsound condition to do businesB, (Iv) willful violation of a final cease and de- 
sist order and (v) concealment of books, papers or records. Grounds for simi- 
lar action under H.R, 17T03 are (1) insolvency, (11) willful and substantial dis- 
sipation of assets or earnings due to violation of law or regulation, (iii) wlUfnl 
and substantial violation of a final oeese and desist order, and (iv) concealment 
of books, paper or records. 

12. 8. 3158 permits a conservator or receiver to be appointed by the Board ex 
parte and without notice and allows the association to appeal to the Federal 
district court for removal: H.R. 17703 requires the Board to obtain a Federal 
district court order to appoint a conservator or receiver, and in an emiergency 
the court may issue Its order ex parte and without notice and the association 
may appeal to the court for removal. 

13. S. 3158 does not require the Board to use cease and desist order (MYiceduKe 
before resorting to appointment of a conservator or receiver. H.R. 17703 re- 
quires that the court permit appointment of a conservator or receiver only if In 
its opinion a cease and desist order would not effectively protect the public, 
savers and FSLIC. 

14. S. 3158 prohibits any court from removi]^ a conservator of receiver or af- 
fecting bis powers except under the spedflc procedure permitted in the bill. 
H.R. 17703 contains no such restraint on the Judiciary. 

15. S. 3158 contains no provision like that in H.R. 17703 which makes appoint- 
ment of a receiver an event of default under the FSLIC law, thus enabling 
FSLIC to pay out insurance proceeds. 

16. 8. 3158 restrains courts from affecting issuance or enforcement of any cease 
and de«lst or su^ienslon of removal notice or order except to grant a stay as 
permitted by the specific appeal allowed to court under this bill. H.R. 17703 
contains no such restraint. 

17. S. 3158 provides that if an action is begun to remove a conservator or re- 
ceiver, pwidlng actions in any court under tHis subsectiOTi (d) must be sUyed. 
H.R. 17703 contains no such restraint on courts, 

18. S. 3158 bars persons convicted of a crime Involving disbonesty or breach 
of trust from serving as director, officer or employee of an association, except 
with Board consent H.R. 17703 applies the same rule to service as an officer 
or employee of the Board, but limits the ground to conviction within the pest 5 
years as to service for associations or the Board. 

19. a. 3158 makes no express requirement for use of cease and desist order 
proceedings before commencing proceedings to terminate insurance of FSLTC- 
insured associations. H.R, 17703 requires use of cease and de«dst order proce- 
dures first. If applicable. 

20. While S. 3158 contains no ppovisioii on the subject, H.R. 177(KI expressly 
authorizes incumbent personnel or members of associations to contest cease and 
desist order proceedings or termination of insurance proceedings. 

21. In the case of State-chartered institutions, S. 3158 provides that the Board 
notify State authorities in cases Involving cease and desist order or suspension 
or removal proceedings (but not suspension or removal due to being charged 
with a felony). The Board is to state Its Intent to proceed against an associa- 
tion or person and state the grounds. It setK a time within which it asks the 
State authority to take corrective action. If no such action Is taken within that 
time, the Board may act on its own. No private person can challenge the 
validity of any notice or order because these requirements are not satisfied. 

H.R. 17T03 requires like notice to State authorities In all cases under sectiMi 
407 of the National Housing Act and under section 8 of the Federal Dqxmit 
Insurance Act. A time for corrective action is specified, but If such action is 
not taken then, the Federal agency may transfer the controversy to a Federal 
district court for settlement. 

22. While S. 3158 has no similar provision, H.R. 17703 prohibits appointment 
of a bank conservator or receiver unless in the Federal bank regulatory agency's 
opinion a cease and desist order would not effectively protect the public, de- 
positors or the agency. 
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In conclusion, it should be observed that while H.R. 17708 1h much more 
restricted in scope than S. 3158, It would provide the regulatory agencies with 
cease and desist order procedure under recourse to judicial review that is both 
timely and adequate. The Judicial review permitted by S. 3ir)S is quite 
restrictive and much more limited than under present Federal law Applicable to 
savings and loan associations. H.K. 17703 contains no ruspension or removal 
provisions as to association personnel, leaving to tbe usual law enforcement 
channels the pmilshment of criminal behavior on the part of any association per- 
sonnel, and to boards of directors, atoctholders and memliers of associations the 
removal of iuept personnel. As to banks the present statutory provisions for 
removal of officers and directors would remain In effect. 

The Chairman. I am inserting in the record at this point the state- 
ment from tlio Federal Home Ix>an Bank Board, and also from the 
Federal Reserve System. And «e have another coming up. We will 
put them in the record. 

(The agency reports referred to follow:) 

Fedekal Boue Loan Bank Boabd, 
Wa»hington, D.C.. September IS, ia6ii. 
Hon. Weight Patmak. 

Chairman. Committee on Banking nnd Currency, Houxc 0/ ffeprescntotfi-cs, 
Wa*hmgton, D.C. 

Dear Mb, Chairman : Your letter of September lo. 1960. requests a report on 
H.R. 17703. a bill introduced by Congressman Pepper on September 13. 1986. 
Title I of the bill would amend section 5(d) of the Home Owners' Loan Act of 
1933, as amended, and section 407 of the National Housing Act, as amended, and 
Title II thereof would amend sections 3 and 8 of the Federal Deposit Insurance 
Act. This report is directed to Title 1 of H.R. 17703, since Title 11 affects the 
statutory authority of other agencies. 

As you know, the President, in his January 1966 Kconoinic Report, stated that 
appropriate r^ulations are clearly required to pi-otect the safety of savings of 
Ajnerlcan families and to assure the most efficient and effective regulation of 
financial institutions. Among other measures, the President recommended Con- 
gressional action on financial legislation to "arm regulatory agencies with a wider 
range of effective enforcement remedies". In accordance with this recom- 
mendation by the President, the Federal agencies having responsibility for the 
supervision and regulation of financial institutions are supporting S. 3158, the 
■'Financial Institutions Supervisory Act of 1966", as enacted by the Senate on 
August 22, 1966. and In supjwrt of which I testified before your Committee on 
September 15. 1966. 

S. 3158, which was transmitted to Congress on March 29. 1966, by the Secre- 
tary of the Treasury, the Chairman of the Federal Reserve Board, the Chairman 
of the Federal Deposit Insurance -Corporation and myself, is designed to 
strengthen the present statutory authority of these agencies. "Rie transmittal 
letter pointed out that existing supervisory remedies have proven inadequate in 
that taking custody of an institution is too severe for many situations, and ter- 
minating its insurance is so time-consuming and cumbersome that substantial 
injury may occur to the institution before any remedial action can be effected. 
S. 3158 Is deslETied to correct this situation by providing for two additional inter- 
mediate remedies, less drastic than custody or termination of insurance, as 
follows : 

Firtt, the bill would authorize cease-and-desist proceedings in any case where 
an institution has violated law or regulation or has engaged In unsafe or un- 
sound practices. Moreover, in conjunction with a cease-and-desist proceeding in 
the more serious cases, it would authorize issuance of teinix)rary orders requir- 
ing the institution to cease the violations or practices forthwith, pending the 
outcome of a full hearing. 

Second, the bill would provide authority for removal, after a hearliu:;. of those 
directjors or officers, who have committed violations of law or r^ulation or en- 
p In oneafe or unsound practices, or breached their fiduciary duty, causing 
Atial loss or damage to tbe Institution. The Senate has narrowed this pre- 
ss orll^ally drafted, by restricting it to cases involving personal dta- 
■ tm the part of the officer or director. If the gravity of the charges war- 
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ranted it, such director or officer could be suspended, pending the bearing on 
whether be should be removed from office. In addition, any director or officer who 
la charged with a felony involving dishonesty or breach of trust could l>e sus- 
pended or, if convicted, removed from office. 

A reading of H.R. 17703 indicates that many of Its provisions are similar to 
the draft bill submitted to the Senate Banking and Currency Committee by the 
National League of Insured Saviugs Associations, which appears at pages 320 
to 336 of the transcript of the Senate hearings on S. 3158 and was considered by 
the Senate Banking and Currency Committee in reporting out S. 3158. However, 
H.R. 17708 would weaken tlie statutory authority of the supervisory agencies 
to an even greater extent than the National League's draft. 

Whereas S. 3158 represents a conscientious eIRirt to provide additional inter- 
mediate remedies to the supervisory agencies, without sacrificing essential Judi- 
cial safeguards for the rights of the institutions or of other persons concerned, 
H.R. 17703 appears to have been designed, not to strengthen supervisory au- 
thority over financial institutions, but rather to limit the authority vested in the 
agencies under existing law and to transfer their supervisory responsibilities to 
the courts. For example : 

1. The only effective remedy that the Board has with respect to Fedefai as- 
sociations—the power to appoint a conservator or receiver — would be narrowed, 
removed from the agency and vpsted in the District Court judges. 

2. The bill wonld restrict the Federal Savings and Loan Insurance Corpora- 
tion's authority to institute a cease-and-desist or a termination of insurance 
proceeding involving a State-chartered institution to cases where the Corporation 
first gave notice and a period of time to the State supervisory authority to take 
corrective action and then obtained a court order, after a trial in the district 
court, permitting it to proceed with remedial action. It wonld be hard to devise 
a procedure that would be more elaixirate or make the remedy of less value. 

3. The bill, unlike S. 3158, makes no provision for the suspension and removal 
of directors or officers even in cases involving personal dishonesty, or in cases 
where they are charged with or convicted of felonies involving dishonesty or 
breach of trust. 

4. Practices that are demonstrably unsafe or unsound would not be grounds 
for cease-and-desist proceedings, such grounds being limited by the bill to viola- 
tions of law or rCKUlations. 

5. The bill does not provide the issuance of immediately effective temporary 
cease-and-desist orders, no matter how damaging the violation. 

6. The bill permits a trial de novo in a United States district court on a petition 
for review or enforcement oC a cease-and-desist order issued by the agency after 
an administrative hearing. In any such action, the court is authorized by the 
provisions of the bill to determine all questions of law and fact at issue between 
the parties, "without being bound by any conclusions of law or fact previously 
made" by the agency. Under H. R. 17703, therefore, the entire administrative 
process is reduced to an empty futility ; the administrative hearing, the record 
made therein, and the findings and conclusions made by the hearing officer or 
agency could be disregarded and the entire case tried anew by the district 

7. Upon service of a notice of charges in a cease-and-desist proceeding, the 
institution could undertake to by-pass the administrative process and apply to 
a district court for an injunction restraining or setting aside any further action 
by the Board. Furthermore, the bill expressly provides that any action or pro- 
ceeding authorized under the bill may !« brought by an institution or other ag- 
grieved person without exhausting administrative procMlures or other available 
remedies. 

Any such provision under which an institution may by-pass the administrative 
process would In effect circumvent the agency's primary duty and responsibility 
to make a determination on the Issues raised in itscharges against an institution. 
a matter which Congress has customarily committed in the first instance to the 
exi>ertise and competence of administrative agencies. Moreover, it would run 
counter to the uniform pattern of the administrative proceedings es^bliahed for 
other regulatory agencies and to the well estaUished principle that a court will 
not take jurisdiction of a suit for relief from agency action where the plaintiff has 
failed tit utilize his administrative remedies. It would also he contrary to the 
purposes and objectives of the Administrative Procedures Act, which is designed 
to afford opportunity for the settlement of numerous and complex coutrovera 
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In a more flexible and informal manner by an agency thorougbly informed on 
tlie operations and trends of an Industry, instead of burdening the courts with ex- 
pensive and protracted litigation in unfamiliar areas. 

8, A cease-and-desist order could not be Issued at all if It has the effect of limit- 
ing the rate of dividends or interest payable on savings or loans, of appointing 
or removing any officer, director, employee, agent, or attorney of an Institution, 
of assuming any "managerial function", or of assuming any "prerogative of 
shareholders or stoch holders". One may speculate as to what area or field 
of operation of a financial institution, if any. could be the subject of a cease- 
and-desist order under the language of tiie biU. 

9. The bill also fails to provide for some of the lesser but nonetheless Impor- 
tant provisions of S. 3158 which could be extremely useful in Improving the 
techniques and effectiveness of supervision and examination. Thus, there Is no 
provision for notiflcation of ft change in control of insured savings and loan asso- 
ciations comparable to Pnblic Law 88-593, enacted in the last Congress to cover 
banks insured by the Federal Deposit Insurance Corporation. Nor does the bill 
contain provisions which would Increase the authority of Board and Federal 
Deposit Insurance Corporation examiners so that they can do a more effective 
job In making examinations of Insured Institutions. 

In conclusion, I wish to reiterate that. In the Board's view, H.R. 17703 would 
undermine the enforcement authority of the Federal supervisory agencies and 
transfer supervisory authority from the Federal agencies to the courts, and that 
the bill would seriously impair rather than strengthen the existing capacity of 
the Federal agencies to safeguard the public Interest and the Integrity of our 
flnancial system. The Board would strongly recommend against the adoption 
of H.R. 17703. 

Informal advice has been received from the Bureau of the Budget that, from 
the standpoint of the Administration's program, there is no objection to the 
submission of this report. 

With kind r^ards. I am 
Sincerely, 

John E. Hikhe, Chairman, 

boabo of govesnobb, 
Fedbbal Bebebve Systbu, 
Waghinglon. September 19, 1966. 
Hon. Wriqht Patuan, 

Chairman, Committee on Banking and Currency, 
House of Re»reaentative», Jfaihington, D.C. 

Dbab Mb. Chairman : This is in reply to your request for the Board's views 
on H.R. 17703, a bill to strengthen the regulatory and supervisory authority of 
Federal agencies over insured hanks and insured savings and loan nssociations. 
and for other purposes. Because of the limited time available to study this blU. 
onr comments will be restricted to the main features in which it differs from 
S. 3158. We are also commenting only on title II of the bill, inasmuch as we 
assume title I, dealing with savings and loan associations, will be the subject of 
comment by the Federal Home Loan Bank Board. 

Title II of H.R. 17703 differs from the corresponding title of S. 3158 In four 
principal respects, one relating to suspension or removal orders and three relat- 
ing to cease and desist orders. First, H.R. 17703 omits the provisions of S. 
3158 relating to suspension or removal of directors, officers, and other persons 
participating In the management of banks. Insofar as member banks are con- 
cerned It would thus leave in effect the existing provisions of section 30 ot the 
Federal Reserve Act, which have proved too drastic for use in most cases and 
too cumbersome to bring about prompt correction. Since the suspension and 
removal provisions of S. 3158 were amended in the Senate to limit their use to 
cases involving personal dishonesty, we believe that this authority would be of 
very limited use ; nevertheless. In those rare instances when dishonest individuals 
might threaten the safety of a bank we believe the much more expeditious 
provisions of S. 3158 should be available for the protection of the public. 

The difference between the two bills as regards cease and desist orders are of 

mn neater importance, since the authority to issue such orders is. In our 

, the heart of the bill. H.R. 17708 omits the provisions of S. 3158 

the nance of temporary cease and deelst orders to cope with 

UUU& It also provides for de novo review In Federal district 

„ in which permanent cease and desist orders are issned, in con- 
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trast to S. 3158, which follows the standard pattern specified In tbe Adminigtra- 
tive Procedure Act for review by Federal courts of appeal baaed on the record 
made at the administrative proceeding. The third difference as regards cease 
and desist orders between the two bills relates to State-chartered banks. S. 3158 
provides that before the Federal supervisory agency may take action nnder the 
bill with respect to such a bank, It must notify the State supervisor and allow 
an appropriate time Cor the State supervisor to take action. Failing such action, 
the Federal agency may then proceed. Under H.R. 17703, however, the only 
action the Federal agency could take in such a situation wonld be to bring suit 
in H Federal district court to settle the question of whicli agency, if either, 
should l>e allowed to proceed. Taken together, these provisions of H.R. 177(B 
would so delay the taking effect of a cease and desist order as to render such 
a proceeding useleaa In emergencies and extremely cumbersome in other 
situations. 

The Board of Governors, therefore, recommends against enactment of H.E. 
17703. 

Sincerely yours, 

Wm. McC- Mabtin, Jr. 

Fedekai. DEPOsrr InsuaANCG Cobpooation. 

Wankinfftim, September ^1, 1966. 
Hon. Wrioht Patman. 

Chairman. Committee on Banking and Currency, 
House of Representatives, Washington,, D.C. 

Dear Mr. Chaibmak ; This is in response to your letter of September 15, 1966, 
requesting this Corporation's views with respect to H.R. 17703, 89th Congress, a 
hill "To strengthen the regulatory and supervisory authority of Federal agencies 
over insured banks and Insured savings and loan associations, and for other 
purposes." 

Title I of H.R. 17703 relates solely to the Federal Home Loan Bank Board and 
the Federal Savings and Loan Insurance Corporation and to the savings and loan 
associations and similar institutions within their jurisdlctlen. Therefore, we are 
restricting this report to tbe consideration of Title II of the bill, which relates 
to this Corporation, the Board of Governors of the Federal Reserve System and 
the Comptroller of the Currency and banks subject to their r^ulatlon and super- 

Tbe only new remedy made available to the Federal banking agencies by H.B. 
17708 would be narrowly restricted authority to Issue cease-and-desist orders. 
Sucb an order could be based only upon violations of law or regulation by an 
insured bank. It could direct tbe bank and its personnel to cease and desist from 
the particular violation or violations alleged and proven and to take action to 
correct conditions resulting from any sucb violation. There would be no provision 
for temporary orders pending a bearing and the procedure would be so time- 
consuming, Involved, and susceptible to delaying tactics that cease-and-desist 
orders would not be useful to obtain prompt corrections even within their limited 

H.R. 17706 also would add to section 8 of the Federal Deposit Insurance Act 
a new subsection (i) relating to any action under that section Involving a State- 
chartered t>ank. This nould include proceedings by this Corporation against 
Insured banks which are presentlv authorized by section 8(a) to terminate 
■ieposit insurance for continued unsafe or tinsouiid practices or violations of law 
or regulation. While the intent of tbe new .vilt^ectlon <i) may be eomewhat 
obscure, it would appear to require notice to the State supervisory authorities 
duplicating that presently required by section 8(a) and also require action by a 
United States district court prior to proceedings by this Corporation under sec- 
tion 8(a) In the case of a State-chartered bank. This could only render the exist- 
ing authority to terminate deposit insurance even less useful in (Staining cor- 
rections by insured banks 

Another provision of HR 17703 would repeal section 10 of the Federal Deposit 
Insurance Act, which provides that, except with the consent of this Corporation, 
no person shall serve as a director, officer, or employee of an insured bank who 
has been convicted of any criminal offenwe involving dishonesty or a breach of 
trust. In lieu of that section, there would be enacted a more limited requirement 
which would permit persons convicted of offenses involving dishonesty or a breach 
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of trust to serve insured banks withoiK this Corporation's consent In some caws 
where consent would now be required. 

As It haa previously indicated in ita endorsement of S. 3158, which Is also pend- 
ing before your Committee, this Corporation believes that there is need for addi- 
tional statutory authority to enable the Federal banking authorities to move more 
quickly and effectively to require adherence to the law and cessation and cor- 
rection of unsafe or unsound practieea by Insured banks. It is our opinion, how- 
ever, that the provisions of H.R. 17703 with respect to cease-and-desist orders 
would have little, if any, value in acwanplishing that end. and that, as noted 
above, other provisions of the bill might weaken the eiiating authority of the 
Federal banking anencles. This Corporation, therefore, does not favor the wiact- 
ment of H.R. 17703 but, instead, again recommends that S. 3158 be enacted. 

Tbe Bureau of the Budget has advised that there Is no objection from the 
standpoint of tbe Administration's program to the submission of this report to 
your Committee. 

Sincerely yours. 

K. A. Randall, Chairman. 

The Chairman. Our next witness will be Mr. Courshon, 

Do you have a prepared statement, Mr. Courshon ! 

Mr, Courshon. Yes, I do, sir. 

The Chairman. You may insert tliat in the record at this point and 
proceed in your own way, to summarize the statement, and then we will 
give each member an opportunity to interrogate you gentlemen. 

STATEMENT OF ARTHTJB H. COURSHON ON BEHALF OF THE 
NATIONAL LEAGUE OF INSURED SAVINGS ASSOCIATIONS 

Mr. Courshon, My statement which consists of 12 pages, -with 
exhibits A and B, I believe discusses the questions before you, and I 
will follow, therefore, if I may, sir, your suggestion that mj oral 
statement be a summary of my general views on the proposition, so 
they are not redundant with the written statement I am presenting to 
the committee. 

The Chairman. That may be inserted at this point without objec- 
tion. 

{The complete statement of Mr. Courshon follows :) 

i National Lbaoux or 

Mr. Chairman and members of the Committee. On bebalf of the National 
League of Insured Savings Associations, I appreciate the Committee's decision 
to hold public hearings on the Financial Institutions Supervlslory Act of 1966, 
which provided the opportunity for my appearance before you today. 

As I understand it, at least three bill» are pending before the Committee on 
this topic, namely, H.R. 14159, H.R. 17703 and S. 3158. Bach of these would 
follow a different path toward providing for Federal regulatory agencies In the 
savings and loan association and banking fields supervisory powers. 

At the outset I want to make the position of the National I.*ague of In- 
sured Savings Asaociationa with regard to this type of leglalatlon ver^ dear. 

The National League as long ago as 1964 endorsed a bill that would grant 
cease and desist order powers to the Federal Home Loan Bank Board, and 
would also afford management of an a$isoclation an opportunity for a timely and 
adequate court review of Board actions In cease and desist order proceedings. 
The bill that contained these provisions was H.R. 104&1, 88tb Congresa, Intro- 
duced by Representative Pepper on March IS, 1964. 

It contained provisions that were conaistent with a July 5, 1961 report made 
by me as a member of the unoFBcial Task Force appointed by former Chairman 
Joseph P. McMurray of the Federal Home Loan Bank Boaiil. My 1961 report 
was prepared at the request of Chairman McMurray. 
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Followlag Introduction of H.R. 10494. the Federal Home Loan Bank Board 
arranged for Introduction of a bill (K. 2677 and H.R. I4M04, SStb Congress) on 
March 23, 1964 In the Senate and April S. 1964 In the House. This bill inclnded 
cease and desist order power for the Board over Federal savings and loan as- 
sociations and added power to suspend and remove officers and directors of 
Federal associattona The opportunity for judicial review provided was mncli 
iess favorable to associations than the provisions of the Pepper bili (H.R. 104M). 
For example, Initial Judicial review under the Board's bill would be In tlie Fed- 
eral Court of Appeals rather than tbp Federal district court, and the court 
would be required to uphold an agency order supported b; substantial evi- 
dence rather than having the court use for Tcview the present standard of the 
weight of the evidence. 

On October 2, 1964. the Board arranged for introduction of 8. 3243 and H.E. 
12788, SStb Congress. This bill would have extended the Board's cease and desist 
order power and power to suspend and remove officers and directors to State- 
chartered associations having accounts Insured by FSLIC, as well as in the case 
of Federal associations. The bill would have continued the less desirable Judl- 
clal review procedures contained In the Board's earlier bill (S. 2677 and H.R. 
10748). 

No similar legislative proposal was Introduced in the Congress in 1965. But 
following an investigation that year by the Senate Government Operations Com- 
mittee into criminal influence in banking;. Chairman McClelian of that Committee 
introduced a bill (S. 2.'i7^ 89th Congress) designed to keep criminals out of bank- 
ing. The bill contained no provisions affecting savings and loan associations 
except to direct the President to have the Secretary of the Treasury include 
"Federally Insured savings and loan associations" in a study of supervisory 
functions. No Committee action has yet been taken on that bill. Following this, 
the Federal Home Ixian Bank Board and two of the three Federal regulatory 
agencies In the banking field (not the Comptroller of the Currency) joined forces 
to obtain Introduction of a bill IS. 3158 and IJ.R. ULW, 89th Congress) in the 
Senate on March 29, 1966, and in the House on March 30, 1966. This bill extended 
to banking (both national banks and State-chartered banks) the cease and desist 
order powers and suspension and removal powers the earlier bill would have made 
applicable only to savings and loan associations. 

Hearings on S. 3158 were held by the Financial Institutions Subeommittee of 
the Senate Committee on Banking and Currency In Aiwil and May, 1966. At- 
tached to this statement as Rvhlblt A Is a comparison of S. 3158 as introduced 
and as passed by the Senate on August 22, 1966. 

The position the National League supports is currently reflected In H.R. 17703, 
89th Congress introduced by Representative Pepper on September IS, 1966. 
Attached to this statement aa Exhibit B is a comparison of H.R. 17703 with 
S. 3158 as passed bv the Senate. As noted In Bxhlbit B, H.R. 17703 basically 
would grant the Board cease and desist order power over both Federal associa- 
tions and FSI IC insured State-chartered associations with timely and adequate 
judicial recourse 

The National I/cague would like to note two specific points with reference to 
H.R. 17703. That bill would require the Federal Home Loan Bank Board to ob- 
tain a Federal district court order to appoint a conservator or receiver for a 
Federal association but if in the court's opinion, an emergency Is Involved, the 
court order could be Issued e\ parte and without notice to the association in- 
volved. Under section ''(d) (i) of the present Home Owners' Loan Act, the 
Board may api>oint a conspriator or receiver only after granting opportunity for 
an administrative hearing under the Administrative Procedure Act. If the Board 
determines that an emergency eslsts requiring immediate action. It may appoint 
ex parte and without notice a Super\'ls<)ry Representative In Charge, who for a 
limited |)orlod as ivrescrlbe*! by the statute, exercises the powers of a conservator 
or rH-elver. But both as Introduced and ns passed by the Senate, S. 3158 abol- 
ished the iw>st of Rui)ervisory Representative In Charge and In Its place author- 
ized the Board to appoint "ex jiarte and without notice" (even in the absence of 
an emergency) a conservator or receiver If In the Board's opinion a ground for 
appointment exlsls as provided In the bill. 

The National League would be willing to support an amendment to H.R. 1770S 
that would continue the provisions of the present statue for appointing a Super- 
visory Representative in Charge, conservator or receiver, providing a finding la 
first required that the cease and desist order proceedings would not effectively 
protect the public interest. 
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In ODe otber respect, tbe National Leagne would willingly support an amend- 
ment to H.B. 17703 to permit tbe Board to issue temporary cease and desist 
orders, as long as timely and adequate Judicial recourse is provided for assoclS' 
tioaa from such action by the Board. Such a course of action could be per- 
mitted to the Board upon its written finding that the charged violation of law 
or regulation that forms the basis of notice of a cease and desist order proceed- 
ing will cause insolvency or substantial dissipation of assets or earnings of Uie 
association involved. Such a temporary order should be considered a final 
order for the purpose of judicial review. Within 10 days after its issuance, an 
aggrieved person should t>e permitted to apply to a Federal district court for ap- 
propriate relief. The court should have authorilv to conduct a trial of the facts 
and law at issue in the case de noi'o. This would be m line with the Adminis- 
trative Procedure Act, since no full administratii e hearing would have been 
held by the regulatory agency before issuance of its temjiorary cease and desist 

We wish to make it plain, however, that we would -support H R. 17703 in its 
liresent form, rather than support B. 3158 as passed by the Senate. 

H.R. 17703 would provide tbe Federal regulatory agencies with a cease and 
desist order power of a nature they now lact. It would at tbe same time afford 
associations opportunity for appropriate judicial review. 

As noted in Eshlbit B, H. 3158 would vest in the Federal regulatory agencies 
many powers In addition to those that would be granted by H.R. 17703. These 
additional powers should be subjected to careful scrutiny. 

While the National League supports the approach to these problems taken 
by H.R. 1TT03, if this Committee decides it should take further time to consider 
the various approachcH suggested to this legislation, the National League would 
have no objection to this course of action. 

Indeed, there are factors that might make this solution seem advisable to the 
Committee. 

Among them are the following : 

1. The Federal Home Loan Bank Board has announced a $400,000 study to 
be undertaken under the direction of Professor Irwin Friend of the Whar- 
ton School. One of the main announced topics for study Is the supervisory 
power of the Federal Home Loan Bank Board. 

2. The Judicial Review Committee of the Administrative Procedure Divi- 
sion of the American Bar Association In its Annual Report noted that it has 
S. 3108 under study. Your Committee may well wish to receive tbe valuable 
opinion of this objective group of attorneys representing a major professional 

^ organization. 

3. On June 21, 1966 tbe Senate passed tbe Administrative Procedure Act 
, of 1966 (S. 1336), which is now pending before the appropriate House com- 

' mittee. This bill constitutes a major revision of the existing Administrative 
Procedure Act. Its provisions dealing with Federal district court juris- 
diction and scope of review deserve careful consideration regarding their 
relationship to proposed provisions in S. Siryg dealing with similar topics. 
This late In the session, the House has little opportunity to examine in detail 
tie provisions of the bills expressing efforts to confer on Federal agencies r^^- 
lating financial Institutions additional supervisor.v authority to that they now 
possess. 

The Board is not without power now to superi'lse associations under its juris- 
diction. Indeed its supervisory practices have been developed and improved 
over recent years. Tbe National League favors adequate supervision In the 
public interest. 

. S. 3158 jeopardizes the dual system. Whereas the Federal government's rela- 
tion to State-chartered associations is that of an insurance carrier, this bill would 
confer on the Federal government direct regulatory control over State-chartered 
associations. 

H.R. 17703 would preserve the dual system of financial Institutions by refer- 
ring unsettled controversies between Federal and State supervlsorv authorities 
to a Federal district court for settlement. By contrast, S. 3158 as iiassed by the 
Senate merely In effect authorizes the Federal authority to issue an ultimatum 
dead] ' to the State authority .by which the State must effect "corrective" 
' ctory to the Federal authority or face independent action against 

lun by the Federal authority. 

nv to this Committee, the Chairman of the Federal Home Loan 
au iwtedged that tbe primary responsibility for supervision of 
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State-chartered assocfaUons 1b In tbe State supervisory authorities. Bat pas- 
sage ot S. 315S in its present form would soon Infringe on the ability of the State 
autborltites to carry out that primary responsibility. The present spirit of 
cooperation between Federal and State authorities is lately attributable to 
their coequal status in their respective spheres. F8LIC under the direction at 
the Board can presently embark upon a series of procedural steps leading to- 
ward termination of account insurance of a State-chartered institution. It has 
seldom used this procedure effectively. 

The Chairman in his recent testimony to this Committee alluded to the case 
history «f Beverly Savings and Loan Association In Chicago, Illinois, noting the 
long period that elapsed from 1961 through an FSLIC examination In 1963 to 
placing the association in liquidation on October I. 1963. Some members of the 
Committee appropriately Inquired why the Board did not more expeditiously 
use the powers available to it to terminate insurance. 

It Is Interesting to note that the Savings and Loan Commissioner of Illinois 
has stated with reference to Beverly, Tinley Park and Hillside Savings and Loan 
Associations that while they were insured by FSLIC in 1^7 and 1958, Joint 
examinations of all three In 1958 and 1959 resulted in considering all three 
serious supervisory problems at that time. He noted that corrective action 
was requested by both State and Federal authorities but no correction was made. 
Interestingly enough, he also stated that the record is clear that in 1960, the 
State authority could have taken custody and the Federal Home Loan Bank 
Board could have proceeded under section 407 of the National Housing Act to 
terminate Insurance of accounts of the three associations. He stated that State 
records Indicate that ut a June 19^0 meeting with the Beverly management, a 
Federal Home Loan Bank Board agent stated that unless full corr-ective measures 
were taken by the association, the Supervisory Division of the Federal Home 
Loan Bank Board would recommend the commencement of proceedings to ter- 
minate insurance. 

But the Chairman of the Federal Home Loan Bank Board started his allusion 
to the Beverly case with 1961, noted that actions objectionable to the Board were 
disclosed in a 1963 examination and pointed out that the Board issued a 12(May 
letter to commence an insurance termination proceeding on July 19, 1963. The 
association was placed in voluntary liquidation on October 1, 1963. The Chair- 
man's account of the Beverly problems from 1961 on presumably pinpointed 
undesirable management practices as the cause of Beverly's problems. He cited 
these circumstances apparently to argue that cease and desist proceedings and 
suspension and removal proceedings are designed for different kinds of situations. 

Might not the Committee wonder, however, why the Board waited until July 
19, 1963 to even begin proceedings to terminate Insurance when the State super- 
visor's records indicate that the Board's representative In June 1960 was seeking 
corrective measures from the association under a threat of recommending pro- 
ceedings to terminate insurance and that examinations In an earlier year showed 
the association to be in trouble? 

The mere existence of the authority to terminate Insurance is of little value if 
not appropriately put to use when the occasion demands. The Committee may 
well question whether providing the Board with additional statutory authority 
win be likely to improve the situation or whether the Board will merely stockpile 
more statutory power to replace its seldom used existing "show cause" power 
under section 3(d) (1) of the Home Owners' Loan Act and to augment its seldom 
used power to terminate Insurance under section 407 of the National Housing Act. 
In his testimony to your Committee, the Chairman of the Federal Home Loan 
Bank Board, looking toward the possibility that S. 3158 would not be enacted, 
stated: 

"Should we continue to have uo alternative, I suppose we should have to con- 
sider using custody or termination proceedings in u freer war and at earlier 
stages than we have so far believed appropriate." 

If this is intended to indicate only faster action by the Board than was taken 
in the Beverly case, this would indeed be an acceptable alternative to hasty 
passage of S. 31.58 in its present fonn. 

In its report on H.R. 14026 dealing with temporary government controls on 
interest and dividend rates payable on savings (House Report No. 1777, July 29, 
1966) your Committee stated at page 7 ; 

"It is felt, however, that permanent legislation may well be necessary and 
your Committee is prepared to consider carefully in the near future the broader 
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(jneetion of the respective roles of our fioancial institutJoDB and their relation- 
ship to the overall economy and public policy goals." 

The Xational League would respectfully observe that if your Committee is not 
willing to provide cease and desist order power to Federal regulatory agencies 
In the financial institution field through the medium of H.R. 1T703, the appro- 
priate extent of supervisory power to be vested in those agencies could properly 
form an area of study by your Committee as part of Its review of the respective 
roles of financial institutions and their relationship to the overall economy and 
public policy goals. 

Thank you for the opportunity to make these observations. 

Exhibit A 



Before passing 8. 3158, the Financial Institutions Supervisory Act of 1966, 
the Senate Committee on Banking and Currency made several changes In the bill 
as Introduced by Senator Bobertson for blmself and Senator Bennett by request 
on March 29. 1966. 

In its report on the bill (Report No. 1482, August 18. 1966) that Committee 
Identified the following as the major changes : 

1. Proceedings for suspending or removing officers or directors or other per- 
sonnel of associations or banks were limited to those cases involving personal 
dlBbtHtesty, 

2. Federal agencies are required to notify State supervisory authorities in 
cases involving State-chartered institutions and give them an opportunity to take 
corrective action within an appropriate time to be specified by the Federal agency. 

As Introduced, the hill would have required such notice to State authorities 
in any action under the bill involving □ State-chartered institution. It would 
have required' FSLIC, to the extent compatible with public interest, to consult 
with State authorities and proceed with due regard for whatever power and 
Intent the State may have to effect necessary corrective action. 

As passed by the Senate, notice to State atithorities is to be given in cease 
and desist order proceedings and suspension and removal proceedings (except 
where suspension or removal Is due to being charged with felonious dishonesty 
or breach of trust). FSLIC is to provide notice of its Intent to proceed and 
specify the grounds. It is to designate an appropriate time within which the 
State is to effect corrective action. In the ateence of such action, FSLIC may 
proceed to act No Institution or person who is the subject of a notice or order 
may attack Its validity by raising the requirements of these provisions for noti- 
cing State authorities. 

3. Existing statutory provisions permit removal of bank officers by tbe Federal 
Reserve Board upon certification of facts justifying removal made by the Comp- 
troller of the Currency in the case of national and District of Columbia banks and 
by a Federal Reserve agent in the case of State member banks In the Federal 
Reserve System. 

As Introduced, the bill would have repealed those provisions and substitute 
a suspension and removal procedure after administrative hearings under the 
Administrative Procedure Act. I'nder the bill as introduced, this power would 
have been vested In the Comptroller of the Currency as to national and D.C. 
banks, the Federal Reserve Board as to State member banks of the Federal Be- 
serve System, and FDIC as to State banks not members of the Federal Reserve 
System but having deposits insured by FDIC. 

As passed by the Semite, n Committee amendment required the Comptroller of 
the Currency to certify to the Federal Reserve Board the facts warranting giving 
notice of intention to remove. It then i)emiitted tbe Crauplroller of the Currency 
to take part in Federal Resene Board deliberatioii.« as to suspension or removal 
of a director or officer of a national or D.C. bank. As in the case of other banke, 
removal could be effected only after administrative hearings. 

Other changes deemed less important are as follows : 

4. As introduced, one ground for a cease and desist proceeding would have 
be«i that an association Is ahout to violate a law, rule, regulation, charter, coo- 
dition or agreement, or is nhout txi engage in an unsafe or unsound practice. 

Aa pained, the bill requires that the Board hawn'asonal' —i.-" • 

'norpracdceta about to occur. It also limited a 

ind to those in written form. 
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5. As Introduced, a bearing could not begin until 30 dars after notice. As 
passed, tbe Board ta&j set an earlier date by request of the association in cea«e 
and desist proceedings or by ttie person invoived upon a allowing of good canae, 
or tbe Attorney General in remoral proceedings. 

6. As introduced, a temporary cease and desist order could be issued if the 
alleged violation or practice "could" cause insolvency or seritmaly prejudice 
savers. As passed, the words "is liliely to" were substituted for "could". 

7. As introduced, the Board would be required :to issue an order of cease and 
desist or removal if it found grounds to do so in a hearing. As passed, the Board 

■may" issue such orders. 

8. As introduced, the Board was required to issue an order barring from aaao- 
ciatlon service a person convicted of felonious dishonesty or breacb of trust. Aa 
passed, the Board "may" issue such an order and may consent to let such a person 
serve an association. 

9. As introduced, bearings were to be private unless otherwise ordered by the 
Board for good cause. As passed, the hearing is to be private unless the Board 
aad the other party agree to a public hearing. 

10. As introduced, the Boani could apply to Federal district court for enforce- 
ment of an order. As passed, it may likewise apply for enforcement of a notice. 

11. Aa introduced, the bill had no provision authorizing a court to allow reason- 
able expenses and attorneys' fees to an association or officer, or director, payable 
from association assets. As passed, the bill included such a provision. 

12. As introduced, the bill had no provision preserving 12 U.S. Code 1829 that 
prohitjits one convicted of a crime involving dishonesty or breach of trust from 
serving an insured bank except with written consent of FDIC, and making tbe 
liank liable to a fine for violation. As passed, the bill expressly preserved those 
]>ro visions. 

KXIIIBIT H 

<;oMPARtson or H.R, 17703 With S. 3158 as the Latter Bill Passed the Senate 
ON August 22, 1966 

H.R. 17703 is tbe less inclusive of these two bills. Briefly, it provides cease and 
{leslst order procedure for the I'tederal Home Loan Bank Board as to Federal 
.savings and loan associations, FSLIC-insured associations, and FDIC'-insured 
banks ; and modifles grounds and |>rocedure for appointing conservators and 
receivers of Federal aasociatlona. 

S. 3158 includes such cease and desist order procedure and different provisions 
lis to couMervatorH and receivers. It expands the cease and desist procedure 
Liy authorizing issuance of temporary ceaKe and desist orders where the alleged 
violation is likely to cause insolvency, substantial dissipation of assets or earn- 
ings, or serious prejudice to savers. It also contains other grants of power to 
ihe regulatory agencies. It empowers them to suspend and remove officers and 
directorei and other personnel of a flnancial institution in cases Involving per- 
sonal dishonesty. This power extends to cases where the person, in the Board's 
opinion, haw shown |>ersonal dishonesty and unfitness for service by incurring 
sut>stantial loss in any business venture. Suspension may extend to anyone 
charged with felonious dishonesty or Itreach of trust in an information, indict- 
ment or complaint authorized by a U.S. Attorney. He may be removed on final 
conviction. If all directors of an association are suspended, the Federal Home 
Loan Bank Board may appoint temix)rar.v directors. 

It provides criminal i)ena1tles for anvone suspended or removed from service 
who takes part in the af-sociution's affairs or solicits or votes proxies or without 
Federal Home Loan Bank Board approval votes for a director or serves as di- 
rector, officer or employee of any PSUC-insured association. 

It also provides a fine against an association using the services of a person 
convicted of dishonesty or breach of trust, except with Board consent. 

Termination of FSLIC-insured status automatically ends Federal Home Loan 
Bank System membership of an association and vice versa. 

Ctiange in control of an insured association through transfer of stock or rights 
to vote is to be reported by FSLIC by the chief executive officer of the association. 
He is also to report a loan by an insured association (or PDIC-insured bank) 
.secured by 25 per cent <)r more of the voting stock of an insured institution, 
unless the borrower owned the stock one .vear or more or unless It is stock of a 
newly organized association before it opens. Specified information is required 
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In aucb reports. Thereafter the asaociatlon Is to report a change In ita tMet 
executive or any director in the nest 12 months. 

FSLIC may require current or former management personnel ot any insured 
association and the association Itself to provide such reporte and dladoaures as 
FSLIC determines appropriate to protect inveatorB or FSLIC, FSLIC may 
prescribe civil penaltlea for noncompliance. - 

I^eral examiners are empowered to examine affafrtt of all affiliates ot Insured 
assoclatlonB or banks at the expense of the association or bank. 

The foregoing Hummarlzes the areas of activity the Federal agencies would 
be given under S. 3158. Some more particular differences between H.B. 17708 
and S. 315S should be noted, as follows : 

1. S, 3158 exempts the Federal Home Loan Banlt Board from salts for money 
damagee. H.R, 17703 does not, thus preserving the present proviaiim of secticm 
g(d) (1) of the Homeowners' Loan Act of 1933. 

2. 8. 3158 permits suit against the Board by a Federal association or its officers 
or directors. H.H. 17703 extends the privilege to any aggrieved person. 

3. 8. 3158 sperffles the following as grotmds for commencing cease and deslrt 
order proceedings ( 1 ) past, present or reasonable expectation of future violation 
of law, rule, regulation, charter or other written condition or wrlttM) agreanent 
with the Board, (2) past, present or reasonable expectation of future unsafe or 
unsound practice. H.R. 17703 specifies more limited grounds of present <*r past 
viola tion within 2 years of a law or r^ulatlon. 

4. S. 3158 requires the administrative bearing to be private unless a public 
hearing is agreed to by the Board and the other party. H.R 17706 provides 
for a private hearing and a sealed record unless the private party requests a 
public hearing. 

5. Under 8. 3158 the earliest access to the court is witiiln 10 days after a 
temporary cease and desist order is issued. Under H.R. 17703 an aggrieved 
par^ can apply to court for an interlocutory injunction against Board action 
after service of a notice of cease and desist charges, but must show that irrep- 
arable damages would otherwise ensue. 

6. Under S. 3158, appeal from a final cease and desist order may be made to 
a Federal Court of Appeals, which la to review it under the Administrative Pro- 
cedure Act. This means the agency's order must be upheld If supported by sub- 
stantial evidence. Under H.R. 17703 the appeal goes to a Federal district court, 
and court review is on the weight of the evidence, a more stringent test 

7. Under S. 3158, a reviewing court passes only on law, not fact. Under H.R. 
17703 the court In Its discretion may take evidence ftseU and conduct a trial of 
facts and law if circumstances warrant 

8. Under 8. 3158, the court is bound by the agency's decision if the decision is 
supported by substantial evidence, even though the court ItseJf might have 
reached a different decision on the law under the facts of the case. Under H.B, 
17703 the court is not bound by the agency's decision. 

9- Under S. 3158, presumably all adminl strati ve remedies must be exhausted 
before recourse may be had to the courts. Under H.R. 17703 this Is not 
required. 

10. Under 8. 3158, no speclflc areas are excluded from operation of a cease 
and desist order. Under H.R. 17708, such an order excludes limits on dlTldends 
on savings or Interest on loans, appointment or removal of association personnel, 
assumption of managerial functions, and assumption of prerogatives ot stock- 
holders and shareholders of an association. 

11. Grounds for appointing a conservator or receiver under 8. 3158 include 
(I) insolvency, (il) substantial dissipation of assets or earnings due to violation 
of law, rule, or regulation or due to unsafe or unsound practice, (ill) imsafe 
or unsound condition to do business, (iv) willful violation of a final cease and 
desist order and (v) concealment of books, papers or recorda Orounda for 
similar action under H.R. 17703 are (1) insolvency, (ii) willful and substanUal 
dissipation of assets or earnings due to violation of law or regulation, (Hi) 
willful and substantial violation of a final cease and desist order, and (Iv) con- 
cealment of books, papers or records. 

12. 8. 3158 permits a conservator or receiver to be appointed by the Board 
ex parte and without notice and allows the association to appeal to the Federal 
district court for removal. H.R. 1771)3 requires the Board to obtain a Federal 
district court order to appoint a conservator or receiver, and In an emergency 
the court may Issue its order ex parte and without notice and the association may 
appeal to the court for removal. 
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13. S. 3158 does not regalre the Board to use cease and deslat order procedure 
before resorting to appointment of a conservator or receiver. H.R. 17T03 requires 
that the court permit appointment of a conservator or receiver only It in Its 
opinion a cease and desist order would not efFectively protect the pabllc, savers 
and FSLIC. 

14. 8. 3158 prohibits any court from removing a conservator or receiver or 
aflecting his powers except nnder the apeclBc procedure permitted in tlie blli. 
H.R. 17703 contains no such restraint ou the judiciary. 

15. S. 3158 contains no provision like that in H.R. 1T703 which mal;cs appoint- 
ment of a receiver an event of default under the FSLIC law, thus enabling 
FSLIC to pa; out insurance proceeds. 

16. S. 3158 restrains courts from atfecting issuance or enforcement of any cease 
and desist or suspension or removal notice or order except to grant a stay as 
permitted by the specific appeal allowed to court under this bill. H.R. 17703 
contains no such restraint. 

17. S. 3158 provides that If an action is begun to remove a conservator or 
receiver, pending actions In any court under this subsection (d) must be stayed. 
tl.R. 17703 contains no such restraint on courts. 

18. S. 4lob bars perauiis couv;,,l^u uf a crime Involving dishonesty or breach 
of trust from serving as director, officer or employee of an association, ezc^ 
witii Board consent. H.R. 17703 applies the same rule t' 
or employee of the Board, but limits the ground to convic 
years as to service for associations or tlie Board. 

19. S. 3158 makes no express requirement for u 
proceedings before commencing proceeding to ter 

insured associations. H.R. 17708 requires use of cease and desist order pro- 
cedures first, if applicable. 

20. While S. Sl.'iS contains no provisions on the subject, H.R. 17703 expressly 
authorizes incumbent personnel or members of associations to contest cease and 
desist order proceedings or termination of insurance proceedings. 

21. In the case of State-chartered Institutions. S. 3158 provides that the Board 
notify State authorities in cases involving cease and desist order or suspension or 
removal proceedings (but not suspension or removal due to being chained with 
a felony). The Board is to state its intent to proceed against an association or 
person and state the grounds. It sets a time within which it asks the State 
authority to take corrective action. If no such action is taken within that time, 
the Board may act oa Its own. No private person can challenge the validity 
of any notice or order because these requirements are not satlsfled. 

U.R. 17703 requires like notice to State authorities In all cases under section 
407 of the National Housing Act and under section 8 of the Federal Deposit In- 
Murnncn Act. A time for corrective action is specified, but if such action is not 
taken then, the Federal agency may transfer the controversy to a Federal district 
court for settlement. 

22. While S. 3158 has no similar provision, H.R. 17703 prohibits appointment 
of a bank conservator or receiver unless In the Federal bank regulatory agency's 
opinion on a cease and desist order would not effectively protect the pnhUc, 
depositors or the agency. 

In conclusion, it should be observed that while H.R. 17703 is much more re- 
stricted in scope than S. 3158, it would provide the r^ulatory agencies with 
cease and desist order procedure under recourse to judicial review that is both 
timely and adequate. The Judicial review permitted by S. 3158 is quite restric- 
tive and much more limited than under present Federal law applicable to sav- 
ings and loan associations. H.R. 17703 contains no suspension or removal pro- 
visions as to association personnel, leaving to the usual law enforcement channels 
the pnulshment of criminal behavior on the part of any association personnel, and 
to boards of directors, stockholders and members of associations the removal 
of inept personnel. As to banks the present statutory provisions for removal 
of officers and directors would remain In effect. 

Mr. CouRBiioN. Inasmuch as time is sliort, and yet the questions are 
so broad, and the power asked is so massive, I would like not to deal 
in specific langiiage of bills, but to deal with the broad question that 
is before you this morning. 

First, we have to ask ourselves: Why are we here this morning 8 
Why is this before us? 
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The history of the supervisory process of the savings and loan asao- 
ciations, as it affects the Congress, really begins in 1933, because it was 
at that time, as you will recall, that there was created the Federal Sav- 
ings and Loan Insurance Corporation, and it was at that time that the 
Federal Government became involved as an underwriter to a certain 
extent through the Insurance Corporation of losses in the savings and 
loan field, whether they were organized as Federal savings and loan 
associations, or whether they were State-chartered, and therefore 
State-supervised savings and loan associations. Thus we are dealing 
with several questions — the questions of how much power an insurance 
underwriter should have to prevent loss, whether the entity that is 
being underwritten is a federally chartered entity, or is a State 
chartered entity. This is on© question. Two, whether these asso- 
ciations that are supervised should be so supervised that supervision 
becomes management. Three, whether the urgency of preventing 
loss to the underwriter should be such that the basic ri^ts of the 
owners of these associations, whether they be shareholders m mutuals, 
stockholders in stock, officers or directors, shoiUd be cwnpletely sub- 
servient to the desire of the underwriter who is also the supervisor in 
the case of Federals. 

Under the existing law, as it now is written, we have two sections 
of the Federal law involved which are 5(d) (1) and5{d) (2). 

5(d) (1) provides for show cause orders, it provides for administra- 
tive hearings under the Administrative Procedure Act, and was 
brought about in 1954 as an alternate to the weapon of takeover. At 
that time, one of the persons testifying in support of the present law 
was the then Chairman of the Federal Home Loan Bank Board, Mr. 
Walter McAllister, who happens to be now the mayor, I think, of San 
Antonio, Tex. 

One of the things he said at that time was that he needed these ad- 
ministrative procedures, so that as a practical matter he didn't have to 
take over a solvent institution, and further to protect the share- 
holders from arbitrary and capricious actions on the part of the 
supervisor. 

Now, those are his words. 

Chairman McMurray, appointed in 1961, first initiated a further re- 
view as to whether or not there were adequate supervisory tools in the 
hands of the Federal Home Loan Bank Board and whether the Insur- 
ance Corporation itself had adequate protection if the State super- 
visors failed to do the job of properly supervising the State-chartered 
institutions. He stated that 5fd)(l) that had been passed in 1954 
was a tap on the wrist, and that 5 (d) (2) was an atom bomb, which was 
the takeover, and that what he needed was an intermediate tool which 
he called the cease and desist, and he called that the shotgun. 

At that time he had an unofficial group known as the task force. 
I had the honor to serve on tliat task force, and was asked to do an 
analysis. I did in July of 1961. I recommended at that time that 
the shotgun was needed, and that there should be an intermediate 
tool, because the historj- of the Federal savings and loan supervisory 
functions, after 1954, was that given the choice between using 5(d) (1) 
which can take a lot of time and which might be embroiled in long 
litigation, or taking 5(d) (2) or threatening to take it, the Board being 
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made up of human bein^ took the stronger weapon, and always 
used5(d)(2) or threatens to use it, except in possibly one case. And 
so therefore Chairman McMurray suggested that we need this tiiird 
choice. 

As Congressman Pepper pointed out, he was the first, to my knowl- 
edge, joined by the chairman of this committee, as well as other mem- 
bers of this committee, to recognize this problem, to be sympathetic 
to it, and to put in bills that provided the alternate weapcm, the 
alternate tool, which was the cease and desist, 

I submit to you, however, that S. 3158 is a Trojan horse bill, 
because S. 3158, about which we are. all talking about, cease and 
desist, an alternate weapon, is not the only weapon. S. 3158 provides 
for a new 5 (d) (2) which is the atom bomb, only it refines it and makes 
it a hydrogen bomb. Why? 

Under the present 5(d)(2) there are several provisions. One, 
if there is an emergency, and the language of the bill uses the word 
"emergency," and the Board so finds, it may ex parte, and without 
notice, walk into a shop and put in what is known as a supervisory 
representative in charge. The new bill that is submitted by the Board 
eliminates this. 

The new bill does not require under 5(d) (2) any finding of emer- 
gency on the part of the Board and therefore I can sit there and on 
Monday morning, after testifying this week, I could be advised that 
a conservator has been appointed for our association, without notice, 
and without service of charges, and that conservator will sit and will 
take over that institution. 

Furthermore, the shareholder, if it was a stock company, could 
not be represented or vote their stock. The shareholders as a mutuiU 
can have no voice. For the first time in regulatory agency history 
the owners of that institution are divested from the ri^t to be heard 
at any future time, because the indicia of ownership moves to the 
supervisor. Why? Because the underwriter wants to prevent loss. 

So I maintain this bill is not just a cease-and-desist bill that gives 
an intermediate tool. This bill destroys 5{d) (2) as it now is in tJie 
present law and hnngs about a stronger takeover. 

I submit that the past history of the Board, being that when given 
a choice of using an intermediate weapon or an ultimate weapon, the 
Board has always used the ultimate weapon. And the Trojan horse 
known as S. 3158 now creates a stronger ultimate weapon. 

The judicial review procedures that are in S. 3158 are a new de- 
parture. Under the present law, if there is no change, the manage- 
ment and ownership of savings and loans, be it mutual or stock, have 
the right to the weight of the evidence rules, and have the right to 
sue and be sued. These rights, under S. 3158, are severely restricted 
and very narrowed. Therefore if you were operating a savings and 
loan association, or a shareholder in a mutual institution, or a stock- 
holder in a stock institution, under S. 3158, you no longer would have 
the rights in court that you have under present law, and you would not 
have the right to have questions of fact determined by the courts, be- 
cause the substantial evidence rule would be followed. It is not an 
adequate review if the only review you can have is to go to the court 
of appeals. It looks good on paper, but it is not effectual review. It 
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becomes in fact a meaningless expression of terms to placate the 
people in the savings and loan industry. 

Now I wish to address myself to another issue, and that is the ques- 
tion of the dual system. 

Up to now the Federal Government, as the underwriter, through the 
Federal Savings and Loan Insurance Corporation, has a choice. 
One — when a State-chartered institution asks for insurance, it has the 
choice of denying it. And where the State-chartered institution does 
not comply with the requirements of the Insurance Corporation, they 
may termmate the insurance. Now, as the underwriter what is sug- 
gested under S. 3158 is that if the State supervisor does not supervise 
in the fashion the insurance underwriter wants, then the supervision of 
the State-chartered institution moves to the insurance underwriter. 
The Pepper bill gives the opportunity for the courts to determine if 
there is an honest difference of opinion between the insurance under- 
writer and the State supervisor who shall prevail. 

Since my time is running out, I wish to conclude by saying this : 

There is no responsible savings and loan person in the operational 
side of the savings and loan business today tnat seriously contests the 
fact that there Mould be an intermediate power granted to the Fed- 
eral Home Loan Bank Board, that power to be cease and desist. 

S. 3158, that is before you so rapidly, needs a lot of study. S. 3158 
does not just give the intermediate tool, S. 3158 refines the ultimate 
weapon, and with the cease-and-desist power does not give adequate 
judicial review. 

S. 3158 destroys the right of the State supervisors to continue to 
supervise if in effect the Fwieral Savings and Loan Insurance Corpora- 
tion determines that it is not satisfied with the manner and method of 
that supervision. 

Thank you very much. 

The Chairman, Thank you, sir. And you may, in addition to in- 
serting your own statement, make additional comments for the record 
when you examine your transcript. 

Mr. CouRBHON. Thank you for your courtesy, Mr, Chairman. 

Mr, WojNALL. Mr. Chairman — as I came in right after the meeting 
began today, I would like to understand the way you are proceeding. 
How much time has been given each person ? 

The Chairman. Each witness has 10 minutes, and then we will in- 
terrogate the witnesses. 

Mr, WioNALL. Was it your purpose to wind up the hearings with 
respect to all witnesses here by noon today ? 

The Chaisman. Yes, sir — if we get through with these witnesses. 
If we do not, we will a^ them to return. 

Mr. Widnall, I would certainly hope — this is extremely important 
legislation that does involve the life and death of a lot of savings and 
loan associations — that there be no attempt to cut down on time. I 
think it is far too important. 

The Chairman. I think you are right about it. It is not my purpose 
to cut down on time. I think it is reasonable to allow them 10 minutes 
to present their testimony, and then to permit the members of the com- 
mittee to interrogate them, and probably bring out everything they 
want brought out anyway. 
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Now, if there is anything that is not brought out, if they will just 
speak up, they will be given time to bring it out. Will that be satis- 
factory f 

Mr. WinNALL. Mr. Chairman, it probably will work out all right. 
But I notice with the two witnesses we have had already, who have 
been speaking extemporaneously and not using prepared statements, 
before they were through with their testimony — that the time limit 
was enforced. And the continuity of their statement will be interfered 
with if we do cut in on them. 

Mr. Clawson. Along this line — is there any plan for an executive 
session today i 

The Chairman. No executive session today ; no, sir. 

Let us have this understanding, Mr. Widnall. I am in accord with 
what you say. This is a very important matter to the savings and 
loans, and they must be given an opportunity, a fair opportunity. 
And if at the end they do not feel like they have had sufficient time, 
if they will speak up, we will make sure that they be given sufficient 
time, even if it is an additional hearing, or an additional day for testi- 
mony. Is that satisfactory ? 

Mr. Clawson. My question was about Mr. Home. 

The Chairman. Not today, 

Mr. WroNALL. Mr. Chairman, I don't think there is much difficulty 
with seeing the need for cease-and-desist legislation. But certainly in 
spelling it out, we have got to be extremely careful of what we do, and 
lam particularly bothered about the language in the Senate bill which 
reads "reasonable cause to believe the association is about to violate a 
law." I think that is a very dangerous approach. And certainly in 
all areas somebody can say you are about to violate a law. There may 
not be any substance to it — ^but a lot of harm is done if they can step in 
without authority. 

The Chairman. I would like to ask the distinguished gentleman 
from New Jersey, Mr. Widnall, the ranking minority member, to keep 
the chairman advised about what things should be done in the way of 
giving an extension of time. And I am reasonably certain that the 
requests that you make will be agreed to, 

Mr, Widnall. Tliank you, Mr. Chairman. 

The Chairman. Mr. Bliss. 

STATEMENT OF aEOEOE L. BUSS, PRESIDENT, COUNCIL 07 MUTUAL 
SAVINGS INSTITUTIONS, NEW YORK, N.T. 

Mr. Bliss. Mr. Chairman and members of the committee, my name 
is George L, Bliss. I reside io Mount Vernon, N.Y., and I appear as 
president of the Council of Mutual Savings Institutions. 

We wish to propose two sets of amendments to the bill, which we 
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6 Chairman. Speak into the microphone, please. 
Mr. Bliss. Yes, sir. My statement is brief. 
The lirst relates to lines 6 through 1 1 on page 42 of the bill. 
Mr. Rees. Mr. Chairman, could the witness stipulate which bill— 
theSenatebillortheHousebill! • 
Mr. Bliss. Yes. I am discussing S. 3168. 
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Mr. Hees. Thank you. 

Mr. Bliss. Subsection (1) whicli begins on page 39, follows the 
pattern of the statute which requires thinks to report to designated 
Federal authorities a change in control of outstanding voting stock. 
Paragraph 1 would require the president or the chief executive officer 
of an in^itution in which accounts are insured by the Federal Savings 
and Loan Insurance Corporation to report to the CorporaticHi any 
change in the outstanding voting stock of any insured institution which 
will result in control or a change in the control upon obtaining knowl- 
edge of such change? 

Now, paragraph 6, which is on page 42, properly defines stock to 
mean stock or other equity securities or equity interests or rights, in- 
terests or powers with respect thereto. 

In a mutual savings institution, however, there can be no rf»ck ot 
equity securities or equity interests. The standard charter and pre- 
scribed bylaws for Federal savings and loan associations provide, for 
example, that all holders of savmgs accounts, and all borrowers are 
members, that each such association shall be under the direction of a 
board of directors, each of whom must be a member, that the directors 
shall be elected at an annua) meeting of the members, that each account 
holder shall have 1 vote for each $100, or fraction thereof, in his 
savings account, that each borrower shall have 1 vote in addition, 
that no member may cast more than 50 votes, that directors shall be 
elected for 3-year terms, and that the terms of approximately one-third 
shall expire annually. The statutes of the 50 States contain similar 
provisions, with only minor variations. 

Now, of the approximately 4,500 institutions in which accounts are 
so insured, about 2,000 are Federal savings and loan associations, all of 
which are mutual, about 1,800 are State-chartered mutual savings, 
building or homestead associations, or cooperative banks, and the re- 
maining 700, all of them State chartered, are capital stock corpora- 
tions, with control vested in the owners of such stock. 

The statute requiring banks to report a change in control applies 
only to capitalized banks, and the proposed subsection (1) snoold 
apply only to capital stock corporations. 

We do not accept tlie assertion occasionally made that "ccmtrol" can 
be exercised in a mutual institution by the use of "permanent" proxies. 
In the first place, it is basic law that any proxy is revocable or may 
be superseded by a proxy bearing a later date and, in most States they 
are valid only for a specific period of time, in any event. Neither can 
"control" be exereisea by any director or group of directors in a mutual 
institution since, as distinguished from a capital stock corporation, 
each director is responsible only to himself; he is a free agent and can- 
not be held to or bound by any program or set of policies. 

Accordingly we urge that lines 6 through 11 on page 42, parscraph 
(6), be revised by the deletion at line 9 of the phrase which mgins 
"regardless of whether such institution is a stock company, a mutual 
institution, or otherwise." 

Our second point is illustrated at page 2 of the bill — I am talking 
again of S. 3158, lines 21 through 25. 

Our presentation relates to cease-and-desist orders. 

Now, we raise no objection to granting authority for the issuance 
of cease-and-desist orders or the removal of directors or <^cers for 
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violation of any law relating to the operation of these institutions. 
'We hold, however, that these penalties are^unreasonably severe for 
alleged violations of "rules and reeuliitions," because of the manner 
in which regulations may be promulgated; or of a "condition imposed 
in writing," whatever that may mean. 

The 2,000 Federal savings and loan associations that would be af- 
fected by these instances are subject to the "Rules and regulations 
for the Federal Savings and Loan System" ; and these 2,000 and 2,500 
State -chartered institutions in which accounts are insured by the 
FSLIC are subject to the "Rules and regulations for insurance of 
accounts." 

In both cases, proposed regulations, or changes therein, are pub- 
lished in the Federal Register, customarily on a 30-day notice basis, 
and occasionally on a 15-day notice basis. Such publication does not 
constitute "actual notice"; institutions that would be affected must 
rely on the public press, or on membership in a trade association to 
inform them, or sufecribe to reporting services, save in the occasional 
instances where "actual notice" is provided by mail. Moreover, hear- 
ings on proposed regulations are at the discretion of the Board. Ac- 
tion on proposed regulations is, likewise, reported by publication in the 
Federal Register and, again, save in the occasional instances where 
"actual notice" is provided by mail, affected institutions must rely on 
one of the three sources aix>ve listed for information. Finally, regula- 
tions may be adopted without prior notice, if the Board deems prior 
notice to be unnecessary or that circumstances do not warrant. 

While we recognize that, in the complexities of modem life, most 
statutes authorize the issuance of rules and regulations having the 
effect of law, we submit that it is unreasonable for affected institu- 
tions to be confronted with the possibility of cease-and-desist orders 
while they may be challenging the validity of regulations issued under 
the circumstances described, with the only remedy to go to the exi>ense 
and trouble of a court review. 

As an alternative, we submit that where a subject matter is deemed 
by the regulatory authority to be of such importance to warrant being 
subject to the issuance of cease-and-desist orders, it should propose 
statutory amendments, whereupon affected institutions would nave 
the protection of adec|uate notice, of hearings before congressional 
committees having jurisdiction, of votes by the Senate and the House 
of Representatives and approval by the President. 

We submit, Mr. Chairman, five specific proposals on the third page 
of my prepared statement — five specific instances where amendments 
to implement that recommendation could be effected. 

(The specific amendments proposed by Mr. Bliss follow :) 

AlfEnDMBNTB Pbopdbed I 

I. THE BI7BBENCE TO A "UUTUAL 
(1), WHICH IB CAPnORBD 

Recomni0ndation : That Lines 6 tbrough 11 on Page 42 be revised to read as 
follows : 

"(6) As used in this subsection, tbe term 'stock' means Hoch stock or other 
equity securities or eqult; Interests In an insured institution, or rights, laterestB, 
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or powers with respect thereto [, regardless of whether BUCll Instltntion le a 
Stock company, a mutual institution, or otherwise], as the CorporatiOJl may by 
regalatioc define for the purposes of this sutraection." 

II. THE FIVE IHSTAkoEB IN THE BILL WHICH AUTHORIZE; THE ISBDADCE OF CGASE- 
AND-DESIST ORDERS Oa THE REMOVAL OF A DIRECTOR OR OFFICER FOR VIOLATION OF 

A "RULE," OB "BBODLATIOB," OE A "CONDITION IMPOSED IB WBITINB," £ 



Recommendation : That Lines 21 through 25 on Page 2 be revised to read as 
(oHows : 

"(2) (A) If. in the opinion of the Board, an association is violating or has 
violated, or tbe Board has reasonahle cause to believe that the association is 
about to violate, a law (, rule, regulation,] or itg charter[or other condition 
imposed in writing by the Board] or written agreement entered into . . . .," 

Recommendation : That Lines I throi^b 3 on Page S be revised to rrad ae 
follows : 

"(4) (A) Wlienever, In tbe opinion of the Board, any director or officer of an 
association has committed any violation of law [, rule, or regulation,] or of a 
cease-and desist order . . . ." 

Recommendation : That Lines 24 and 25 on Page 22, and Lines 1 tbrongb 7 
on Page 23 be revised to read as follows: 

"(b) INVOLUNTARY TERMINATION OF INSURANCE: NOTICB AND 
HEARING. — (1) Whenever, In the o^nion of the Corporation, any inenred 
instltntion [has violated its duty as sncb or] Is engaging or has engaged In an 
unsafe or unsound practice In conducting tbe business of such Institution, or is 
in an unsafe or nnsound condition to continne operations [as an insnred instltn- 
tion], or is violating or has violated an applicable law I, rule, regulation, or 
order, or any condition imposed in writing by tbe Corporation] or any written 
agree- " 

Recommendation : That Lines 19 through 25 on Page 26, and Lines I through 3 
on Page 27 be revised to read as follows : 

"(e) CEASE-AND-DESIST PROCEEDINGS.— (1) If, in the opinion of the 
Corporation, any insured institution or any institntlon any of the acconnta of 
which are insured Is engaging or bas engaged, or the Corporation has reasonable 
cause to believe that tbe institution Is about to engage, in an unsafe or unsound 
practice in condocting the business of sucb Institution, or is violating or has 
violated, or the Corporation has reasonable cause to believe that the institntlon 
Is aboat to violate, a law [, rale, or regulation, or any condition imposed in not- 
ing by the Corporation] or written agreement entered . . ," 

Recommendation : That Lines 3 through 6 on Page 30 be revised to read as 
follows: 

"(g) SUSPENSION OR REMOVAL OF DIRECTOR OR OFFICER.— (1) 
Whenever, in the opinion of the Corporation, any director or officer of an insnred 
institution has committed any violation of law [, mle, or regulation,] or of a 
cease-and- " 

The Chairhan. Thank you, sir. 

Our next witness is Mr. Norman Stnink. 

STATEMENT OF NORHAN STRUNK, EXECUTIVB VICE FBESIDENT 
OF THE UNITED STATES SAVHTOS & LOAD LEA0T7E 

Mr. Strunk. Thank you, Mr. Chairman. 

As you know, I represent the U.S. Savings & Ivoan League. I would 
like to summarize our position on S. 3158. I have three double-spaced 
pages here. And then I would submit a more detailed statement for 
the record with respect to more technical amendments. 

The Chairman. They may be inserted. 

Mr. Strunk, At the outset, I would like to make it crystal clear 
that the U.S- Savings & Loan League endorses S. 3158 with some 
ameodmente and believes that Federal authorities should have ef- 
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fective procedures for enforcing supervisory orders. This, of couMe, 
is in the public interest, but it la also in the best interest of the thou- 
sands of honestly and competently managed aftvings institutions. 
They, along with the investing public, are the<Miea who suffer from 
the acts of the handful of incompetent and dishonest' men who in- 
evitably appear in major industries such as ours. 

We support the statement of the Federal Home Loan Bank BtJatd 
that effective new intermediate powers are needed. Tlie Federal 
Home Loan Bank Board must be able to deal with supervisory prob- 
lems which are too serious to be handled by talking but not serious 
enough to justify seizure or termination of insurance Qf accounts. 

We are submitting for committee consideration several ameodments 
which we believe will improve this bill without detracting from its 
basic purpose. We think that some of these amendnients will be 
accepted by the Federal agencies. Others will coincide with the com- 
mittee's own concern over the need for safeguards and clarification in 
connection with these major new powers. And I. want to discuss only 
one of them, and it deals with this matter of the adequacy of court 
review. 

We believe that the committee will agree that the courts in reviewing 
supervisory action should use the rule of "weight of the evidence" as 
against the substantial evidence rule. As the bill is drafted, the 
courts in reviewing the actions of the administrative agencies, under 
the language of the Senate bill, must determine only that there was 
"substiintiai evidence." There is a big difference. If an association 
loans a million dollars on a property that later sells for $900,000, that 
is "substantial evidence" of an unsound practice. But if the court 
looks at the "weight of the evidence" and determines that similar prop- 
erties had sold for over a million dollars and that the decline in sales 
price was due to deactivation of a military base, then the loan is ob- 
viously not an unsound practice. The present law calls for the 
"weight of the evidence" and we believe it should be continued. 

We believe there is a similar merit in our other recommended amend- 
ments. But I will not take the committee's time to go into them. 
Tliey are quite technical. We have a full explanation which we are 
submitting. 

I have one substantive amendment I would like to submit and that 
is to propose an increase in the insurance of accounts ceiling for banks 
and savinjrs and loan associations from $10,000 to $20,000. 

You will recall that during the House debate on the interest rate 
bill, Representative Hanna offered this amendment. He pointed out 
that this increase could be granted without cost to the Government 
and would be "an expres.<?ion of the confidence that we have in these 
institutions." He said, "We should be assuring the people of America 
that deposition money in any of these institutions is in the interest of 
our public policy," 

Tlie amendment failed because of a point, of order, but we would 
urge that it could be very appropriately added to this bill. It would 
help allay the concern some savers feel as a result of isolated ins'ances 
of failures of banks and savings and loans. The experience when the 
ceiling was raised from $5,000 to $10,000 15 years ago shows tliat an 
increased ceiling does produce net new savings and it does not change 
the loss claims against the Corporation. Because of a prepaid pre- 
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mium arrangement, the reserve ratio of the Federal Savings and Loan 
Insurance Corporation has more than doubled in the last 5 years and is 
at the highest point in history, and the Insurance Corporation now 
boasts a strong financial statement. 

People are very conscious of the insurance ceiling and over and over 
we see cases where the saver will put $10,000 in the savings and loan 
and then put another, $5,000 or $10,000 in Government or corporate 
bonds. 

A proposal to increase the insurance ceiling in 1964 was approved 
by this committee but was defeated on the House floor. It luui been 
endorsed by the FDIC and the Federal Home Loan Bank Board, but 
two basic objections were raised by Members who opposed the measure. 
They cited the fact that the administration's proposal had included 
dividend control but the then pending bill contained no such control. 
Of course, dividend control le^slation has now been passed in the 
foi-m requested by the administration. Thus, that objection is no 
longer pertinent. 

The second objection 2 years ago was that the insurance ceiling bill 
did not contain any strengthening of supervisory powers as recom- 
mended by the administration. Of course, with the enactment of the 
pending measure, the Federal Home Loan Bank Board will have effec- 
tive new supervisory powers. Thus, that argument, too, has been 
overcome. 

Approximately 2 million of our savers have accounts at $10,000. 
Most institutional investore are prohibited from exceeding the insur- 
ance limit and many individual savers do so as a matter of personal 
preference. If even a fraction of these investors would add $5,000 or 
$10,000 to their accounts as a result of a higher insurance ceiling, sev- 
eral billion dollars would be immediately added to our savings and 
available for home loans. The increase from $.5,000 to $10,000 in 1950 
produced an instant savings increase, and we are certain that an in- 
crease from $10,000 to $20,000 would again produce an in.stant sav- 
ings increase in our institutions, which is so greatly needed. 

Actually, the increase to $20,000 is merely "keeping up with the 
times." When the insurance ceiling was set at $10,000, the gross na- 
tional product was $285 billion, and at the end of 1965 it had more 
than doubled to $6S1 billion. The rate of annual personal savings 
has more than doubled from $12.7 billion to $25.7 billion. The total 
savings in insured savings and loan associations has increased 600 per- 
cent during this period. 

For months this committee has been seeking a way to revive the ail- 
ing housing market. We are convinced that this simple action of in- 
creasing the insurance of accounts ceiling will do more to help the 
housing market than any other legislation enacted or contemplated. 
We hope you will give us a chance to prove that point. 

(The attachments to Mr. Stnuik's statement follow ;) 

AMFrsnsrKNTa of S. SIOT PRoruBEn nT the U.S. Ravinqs & Loan LeaoiteI 
AmfHrlmcnt (1). 

Pane 'i. line 6. Strike the words "Within ten days" and substitute the worite 

Paijv S. line 7. Insert following the comma after the word "order" the clanae 
"uiid prior to a service upon such association of a flnat order punaant to siA- 
section (7) (A) hereof,". 
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Amendment (Z) 

Page 6, Un-e 1. Insert following the comma after the word "Board" the desig- 
natlMi "(1)". 

Page 6, line 8. Inaert after the word ■"and" thedestlgnalion "{2)". 

Page 6, line 13. Inaert after the word "aiwl" the designatioD "(3)". 
^>n«n(f»ient (3). 

Page 6, Une 17. Insert following the period after the word "office" a sew een- 
teiice to read : "Such service must be made wltliln three reara from the d&te upon 
which the violation, practice, act or (»ula«lon upon which the action of the Board 
1« based becomes known to the Board." 
AmcnUment (^). 

Page 9, line 2i. Strike the comma at the end of the line. 

Page 10, linen I anii 2. Strike line 1 and the word "Attorney" and the cotnina 
in line 2 and substitute the words "or Indictment". 
Amendment (5). 

Page 13, line 21. Change the period after the word "Board" {where such word 
first occurs In that sentent:e) to a comma and add after such comma the follow- 
ing; "except that such veating of power In a conservator or receiver shall not 
affect the rights of the membere. or the officers or directors In office at the time 
ot such appointment, to Initiate or pursue the right to contest such appointment, 
or otherwise to undertake court proceedings authorized under this section." 
Amendment (S). 

Page 16, line 7. Strike the period after the word "Act" and substitute ", esc^ 
that such review shall be upon the weight of the evidence." 
Amendment (7). 

Page 20. Insert following line 25 a ne^v subparagraph (3) reading ; "The term 
'personal disbooestj' shall mean actions or conduct from which an Individual 
properly chargeable therewith has derived or reasonably could be expected to 
derive a substantial personal advantage, and which are of euoh nature and acope 
as would afford grounds for the Indictment of such Individual under the United 
States Criminal <kKle or the criminal tan's of any state having Jurisdiction." 
Amendment (8). 

Page 29, line 7. Strike the words "Within ten days" and subatitute the words 
"At any time". 

Page 2il, tine 8. Insert folloiwing the comma aftpr the word "order" the clause 
"and prior to a service upon such association of a linal order pursuant to subsec- 
tion (j)(i) hereof,". 

Page 29, line 17. Add after the word "court" the following clause : ". upon find- 
ing that substantial prejudice would otherwise result,". 
Amendment (9). 

Page SO. line i. Insert following the comma after the word "Corporation" the 
designation -(1)", 

Pago 30, line 11. Insert after the word "and" the. designation "(2)". 

Page 30, line 16. Insert after the word "and" the designation "(3)". 
Amendment (10). 

Page 30, line 20. Inaert following the period after the word "office" a new sen- 
tence to read : "Such Hervi<-e must be made witJiln three years from the date upon 
which the violation, practice, act or omission upon which (he action of the Board 
Is based becomes known to the Board." 
Amendment {11). 

Page Si, linen 7 nnd 8. Strike the commas In line 7 and insert the word "or" 
i>rfore the word "indictment". Strike the phrasing "or complaint Issued by a 
TTnited States Attorney,". 
Amendm^ent {12). 

Page 37, Ji»e 23. Strllte the period after the word "Act" and substitute ", 
except that such review sball be upon tbe weight of the evidence." 
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Amendment {IS). 

Page iZ, litica 12 U 
"(2)'' and "(S)" on 
'■(2)". 
Amendment (ij). 

Page 45. tine- II. Insert the words "in writing" after the word "notice". 
Amendment {15). 

Page 47. fotloiolng line 15. insert a new subparagraph (C) reading: "The 
terra 'personal dlehonest.v' shall mean actions or conduct from which an in- 
dlTldnal properly chargeable therewith has derived or reasonabl? could be ex- 
pected to derive a substantial personal advantage, and which are of euch nature 
and mrope as would afford grounds for the indictinent of snch individual under 
the United States Criminal Code or the criminal laws of any state having 
Jurisdiction." 



Page 73, after line 3. Add the foUoniug m 



"SEC. I. The Federal Deposit Insurance Act (12 U.S.C. 1811 et aeq.) Is 
amended — 

"(a) by striking out '$10,000' in section 3(m) and inserting in lieu thereof 
'*20.000' : 

"(b) by striking out 'SIO.OOO' section 7(i> and inserting in lieu thereof 
'J20.000' : 

'■(c) by striking out 'SlftOOO' section 11(a) and 11(1) and inserting In lien 
there<if '$20,000", and 

"(d> by striking out the proviso at the end i>t section 11(B) and inserting in 
lieu thereof: 'Providcit, That in the case of a bank closing prior to September 
SI. 1S.',(I. tlie maximum amount of the injured dep>slt of any d^)OBltor shall be 
$n.000, and In the case of a banic closing on or after September 21, 1050, and 
prior to the effective date of this amendment, the maximum amount of the insured 
deposit of anv deiH>slror shall be $10,000.' 

'■Sec. 2. (a) Title IV of the National Housing Act (12 U.S,C, 1724 et aeq.) Is 
amended — 

"(1) by striking out 'SIO,f)00' each place It appears in section 401(b) and in- 
serting In lieu thereof '$20.000' : and 

"(21 hv striking out 'SIO.OOO' in section 405(a) and inserting In lieu therettf 
'S20.000', 

"(b) The amendments made by subsection (a) of thin section shall not be 
applicalile to any claim ari.sing out of a default (as defined in section 401(d) of 
the N'atlciiiai Housing Act) where the appointment of a conservator, receiver, 
or other l^a J custodian as set forth In said section 401(d) l>ecomes effective prior 
to the effective date of this Act." 

StJim.iRY Explanation- of Ambndmest.s to S. 31o8 Advocated by tiie United 
States Savinos ami I.oas Lbaotie is Testimost 

</) Ccgic- anil dhi't orders.— A. teuiix)rary ce.ise and de-l't order, by the terms 
of the litll, would have to l)e ol)eycd Immediately by an In^'tltutlon upon which 
it 1» nerved. 'The Institution would have ten days to seek relief In the lo^al 
federal distri<'t court. If it allows that ten da.vs to pass, it has lost its cliance to 
get the order niodltied or susiieuded until tlic case reaches the |Mi[nt of post- 
hearliig review. That may iw a long time away. Fitr that reason the lOday limit 
slMnld be deleted or m<idllled. This would not Interfere undnly with the super- 
TiMory puri)ose. However, if It is allmved to rtand as it Is. it would involve the 
likelihood that every cautiou-' attorney for an inttitiiticm ui>on which such an 
order Is served will petition the federal court to have the iirder modified at least 
to orovido against contingencies that may evolve if the point at which a final 
may ervcntuate i>ecome,s unduly delayed. If not deleted, the intervention of 
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the court might be allowed "In any case where HUbstantial prejudice would othefr 
wise result to the aBSOclatlon." This change should equally he made with reBtwct 
to the Berrlee of temporary cease and desist orders upon state chartered luHOi-ed 
institutions as provided beginnlnK on page 27 of the Mil. (See Amendmeubt 1 
and B. attached). 

(i) Remtycal of offUiere <Mid aireelorg. — Some doubt has been exl>^?^^{■li that 
the wording In the bill maken snfflciently dear that all of the three eleiuentB 
specified for a removal acticn must have occurred before Huch action can be takien, 
Tli.. a violation of a law or regulation mu« have occurred, substantial damngc^to 
tbe institution or serious prejudice to the interests of Its savings account holders 
must have resulted, and personal dishonesty must have been involved. Any ttr 
styling necessary to remove this doubt sh<)ui<l be made. (See Amendments 2 
andtj attached). 

Further, It Is noted that the important element of "personal dishonesty" is not 
in any wav defined or further explained anywhere in the bilL Perhaps that is 
due to the fact this element was added only in the last version issued by tbe 
Senate Banking and Currency Committee. Whatever the reason, by all means 
*uch an important component of aiiy removal proceedings should be defined, llie 
definition should make clear that the tenn has reference only to "personal dis- 
honesty" that Is of such a nature that the Individual charged with it would be 
snbject to indictment under either the laws of the state or under the Federal 
law. (See proposed definition — Amendments 7 and 15 attached). 

Tn fairness to the individuals that may be Involved It seems aTO>ropriate to 
injeet a "^ttAtute of limitation" into tbe ability of the Board to service a notice of 
intention to remove upon an Individual officer or director. It seems reasonable 
to restrict the right of the agency to take action toward retnoval to those cases 
tn which snch action is started within three years after the discovery by .the 
agency of the conduct upon which it would base the removal. Tbis Is equally 
true whether tbe person charged Is tbe officer or director of a federal sayings 
and loan association or of a state-chartered FSLIC-lnsured Institution. (See 
Amendments 3 and 10 attached). 

(d) Appointment of a conxervator. — Such an official Immediately becomes 
vested with all the powers of the officers and directors of the associatiiin he takes 
over. The bill provides for a court review of Puch a take-over, but It is not clear 
that the ousted officers and directors still wonid be "proper parties" to pur.sue 
such a petition for review. It Is not intended that they should be deprived of'sucb 
light. That being so. we think tbe point should be placed beyond question by 
expressly providing in the law Itaeif that they shall have such right. (Sw 
Amendment .T, attached). 

(4 ) Suiipcniiion upon indictment. — Pmceeding to the suspension of an offl(-er Or 
director who is'Charged with a criminal action, it is urged that such suspension 
be Itmited to cases^ln which there has been an Indictment or an Information for -a 
felony. Such suspension should not s(em.fro«u.a complaint authoriz^ 1^ a United 
States Attorney, as the bill provides. MOreriver. the felony involving dl.shonesfy 
or breach of trusf upon which such a suspension may be made should be limited 
to one affecting the affairs of a financial institution. In welghli^ these added 
■ imitations. It should be borne in mlbd tbRt an indictment or the filing of an 
Infoi^uation is not a conviction, and a suspenMon inevitably has a drastic effect 
on the individual concerned. that can never be erased even It he Is subsequently 
found to be Innocent. (See Amendments 4 and II, attached). 

(.?) Examinations of afflUatei. — On page 42 of the bill subsection (ra) provides 
that the examination routines of the Board's supervisory rtaff should be extended 
to the affairs of all the affliatea of such institutions. This provision has been 
.included in the bill. It is understood, mainly because of the need for bank suiier- 
vlnors to gain access to the affairs of bank affiliates for examination rmrposes. 
Tliere is a very small Incidence of various affiliated organizations In the savings 
and loan buBiness. To the extent that it may l>e pertinent, it should be provided 
for as part of the laws pertaining to saving.'* and loan holding comiwnlea It Is, 
therefore, recommended that It be stricken from that part of the bill which ap- 
plies to F8LIC Insured institutions, the affiliates of which, if any, are the super- 
visory fuctlon of state appointed supervisors. (See Amendment 13 attached). 

(6)' Solice to stuie tupervieors. — Another small but important: change which 
should be made applies to that section of the bin which deals with c«nfnilt£tlon 
or notice to state authorities prior to takinga supervisory action again<4t a state- 
chartered insured insUtutlon, It seems that at the very least the bill should 
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proTlde that In each ease the reqwired notice to the state supervisory authority 
ehouldlx-ln writing. (See Amendment 14.attached). 

(7) Weight nf the, e.vi<lp<nce,. — The review of admiiij strati ve ordersby the 
Unlt«d States Circuit Court of Appeals should be based on tbe "weight^ the 
evidence". This Is doubly true in the faw of the renioTHl provisions. a« regards 
either Federal savings and loan institutions or state HnvlDgs and loan institutions. 
Attention is called to the fact that this phrasUig is found in the ^sacut Iftw. 

Onlj' by including it unchanged in the bill can the sweeping carta ilroanta of 
the rights of private institutions found throughout the bill be counter-balanced. 
It may be juatiflable elsewhere in the federal laws to limit tibe review fonctlont 
of appeUate eourW by the "substantial evidence" rule. In thia setting, bowerer, 
it will be recalled that In a measure which vested less sweeping supervisory 
powers in the law this Committee in its wisdom originally put that "wei^it of 
the evidence" phrasing Into tiia supervisory law. That datee back to 19G4, No 
evidence thai; its being there tJie«e dozen years has proven prejudicial to tlie 
agency In any given situation has been brought forward. 

Each of these changes outlined above have been cast into the form of technical 
amendments to the bill for thp convenience of the Committee. They are altadied. 

The Chairman. Tliankyou, sir. 

Next is Mr. Hollis Burt, executive vice president of the National 
Association of Supervisors of State Banks. 

STATEMENT OP HOLLIS BUET, EXECUTIVE VICE PKBSIDEirr OP 
THE HATIOHAL ASSOCIATION OF SUPERVISORS OF STATE 
BANKS 

Mr. Burt. Thank you, Mr. Chairman, and members of the commit- 
tee. 

My name is Hollis W. Burt. I am executive vice president of the 
National Association of Supervisors of State Banks. 

Your invitation to bring to this committee the association's views 
on S- 3158 is appreciated. Mr. William E. Nuesse, commissioner of 
banks for Wisconsin and president of NASSB, has asked me to apx>efir 
on belialf of the State bank supervisors and the 4,800 banls that are 
included in the association's membership. 

The cover letter attached to this bill when it was introduced in the 
Senate, over the signatures of the Secretary of the Treasury and the 
heads of the respective Federal financial agencies, said in part: 

"Appropriate regulations are clearly required to protect the safety 
of savings of American families and to assure the most efficiuit and 
equitable regulation of financial institutions." 

Our association endorses that philosophy. We believe that GoT- 
emment — both State and Federal — should have strong and effective 
controls over banks and other financial institutions. 

We do not believe that S. 3158 falls within the framework of "ap- 
propriate regulations." There are many reasons, but let me point 
out what, in our judgment, are the major faults of this proposed 
legislation : 

1 . It does not strike at the heart of the problem. 

2. It duplicates powers now in existence and thus further conxuses 
the supervisory picture. 

3. It is discriminatory legislation. 

4. It will not prevent the closing of banks or savings and loan 
associations. 

Let me explain briefly each of these points. 
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First, what is the real problem facing the financial institutions and 
tho supervisory ae;encies ? Think back for a moment over the hearings 
that have tteen held during the past year, both by this committee, your 
counterpart on tlie Senate side, and Senator McClellan's Investiga- 
tion Suocommittee. What is the point that has been raised countless 
times? Lack of authority? No, it has been lack of cooperation. 
Senator McClellan pinpointed this fact, when, in the Senate floor dis- 
cussion on this bill, he said : 

Our hearings show emphatically anil without reservation that there Is a com- 
plete lack of llalHon between the Comptroller of the Currency, the FDIC. and 
the other agencies. 

And then he asked : 

Is there anything In this bill that would re<iuire greater cooi>eratlon ? 

And Senator Proxmire answered : "No." 

Nowliere in the record, to tlie best of our knowledge, is there one 
statement indicating lack of cooperation or action on the part of a 
State banking department or official. 

And yet, in the face of these facts, the Congress is asked to pass 
legislation that would impose an additional layer of Federal control 
over State banking; that would further confuse the already confused 
supervisory picture where we have Washington banking agencies sail- 
ing olT in all directions; and that would do nothing to solve the Imsic 
problem we are facing which is complete failure on the part of the 
Federal banking agencies to cooperate, and coordinate their efforts. 

Second, we suggest that this bill is duplicatory. It has been 
charged that many States lack the power to implement cease-and-desist 
and officer removal orders. I say to you this charge is incorrect. All 
States possess and utilize cease-and-desist powers. In S3 States, au- 
thority rests with the supervisory; in 1 with the banking board; 
and in the remaining States the power is shared by the supervisor and 
board. 

In 39 States, the banking department has officer removal authority. 
In all but four States, other penalizing powers can be used to remove 
an oihcer if necessary. In one of the four — Illinois — power will bo 
conferred under the law approved by the legislature and now up for 
voter referendum. 

We believe that duplicatory power, in the hands of the Federal bank- 
ing agencies, can only be justified if it can be shown that the States 
do not adequately use tiie power they now possess. May I point out 
that the Senate hearings on this bill contain several statements by Fed 
and FDIC officials wherein they praise the States for the excellence of 
cooperation in handling unsound practices or officer removals. 

Third, S. 3158 is discriminatory. When title II of the bill was 
originally drafted, it is our understanding that it granted full au- 
thority with regard to cease and desist and suspension and removal 
ix>wers, over all insured banks, to the Federal Deposit Insurance 
Corporation. 

I don't have to tell you what the Comptroller's reaction was. As s 
result, this power over national banks was deleted. Why^ If tlie 
situation is as serious as some of tlie representatives of certain Fed- 
eral agencies would have us believe, then why place tl>)» needed au-< 
thority over only half of the Nation's bank deposits i Does this i 
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llmt. riulioiiiil ImiikH nm siifer than Htat-e banks, that unscrupulous in- 
(lividuiilK am to \m found only in State hanks, that failures are limited 
only l*> Htut« Irniiks? TIip «videnc« lianlly supports such implications. 

rurt Imrmoni, I chII your attention to nape« iiS and 54 of the hill. 
No(4i lino 1 1 on piiRR M. It reads. "Tlie Comptroller of the Currency 
may mortify fads to lli« Boanl of (iovemors of the Federal Reserro 
SyHliini." It iUwM not, my "shall ;" it says "may." The effect, gentle- 
nicri, is to !(■(lvt^ the national liaiiklni; system right where it now is. 
'I'hi^ thnist (if this hill Im ilirtH'ted at State-cluirtered institutions. 

lA't Mw mention aiiothet- inequity. Tillell of S. 316S would permit 
tliK Kedcnil bank ivculatorv hk*''"'"'" *<> "*"* — *>^'8'' insured State 
liariks within n iviisoniihle tunc. If (lie State supervisor did not act. 
Itnt. under title I of the smtw hill, the FiHleral ITome Loan Bank 
Hi.unl iijiiy iii't, over iii-sure*! Slule asso(-iati<His without giving any- 
thing hul t'oUeii rorisidenit ion to the State . Havings nndloan authorities. 
.\iid tliiM itii'niiity Ix-comes even moiv ap[mrent when one realizes that 
in ;(i! SI 111 I'M, the hunk supervisor is also the supervisor of savings and 
loiin aHS<H^iations. 

We mise the ipiestion ■ is the same man so 3Ui>erior in his work with 
hanks -that he is alTonlwl a "reasonable time" to act, but nt the same 
tune HO inadequate with ivsjwt to savings and loan associations that 
lie is nu'rely to !m> adviseil of any stejK^ taken hy the Fedenil Home I^oan 
Hank lioai'df We Ivlieve that fairness sufi^sts that the rules of the 
game should apply equally forlmth types of institutions. 

Finally, S. ;U.M-l will not prevent the closingof banks or savings and 
loan as.s(h'iations. It will not prevent persons of questionable char- 
acter from milking an institution and skipping out. Senator Mc- 
Clellan candidly made this jmiut on the Senate floor, and as you know, 
the Senate snlM-oliunitlce lie chairs ha,-< Iwn studying the causes and 
nMnediw for the frtilnresof linancial institutions. The NASSIi sharts 
his fwlings. 

In this conmvlioii, is it not stmngi' that the primary supervisory 
«p"nci«»s the C<ini|»t roller of the Currency and the State hank siiper- 
viscu-s on ln)th the National and Stale levels say that this bill is un- 
m>'<>f<sarv; that they alit'ady pos,«ess all the authority they need? 
]>ocsn't u seem slightly )MvnIiar Ihnt the Fwleral agencies not charged 
with primary Tvsimnsiliility Federal Uest>n'e and Federal Dejxeit 
Insnnince Corpoitilion in the hank sujM'rvisory field are suggesting 
that the sit nation is had so had tliat they must W gi\-en the atithority 
toct>me in and take over and clean up the nuv'w. 

If S. .'il-'if^ is npiuwivl. it will, for the tii-st lime, plnce the FDIC 
and the Fedenil Keserve lloai-d in invsitions of priinar\' sH|>er\'isory 
n'sponsibility. We Ivtievethai this is a vital philosophical question. 
It involves a change in the very sirnctnio of the dual banking system. 
If the Congivss. in its \vis<loni. b»>lieves that the structure ^ould be 
chang»Hl. may we r»«s|Hvt fully su-rgi'st that this is far UM^ fundanientsl 
,in isisne to U> dealt with Imsiily in an elfon to set this hill passed. If 
the Federal ag»'iicies «iv to N- clianged into full snpervisorj- airenries, 
Iw lis faci» that issue s*iuan>ly and (tuisider the advisiibility of a con- 
Mlidaletl Iwnkingsystetn. 

AVe Ihiuk there is a l*etter answer. May we suggest n positi^-e pro- 
ffnun of meeting rlie problem and gett ingio ihe nx^t of it by the follow- 
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1. The basic problem is tlie confusion, the overlapping jurisdiction, 
the conflicting opinions and actions at the Fedenil banking agency 
level. Rather than compound the problem by adding another layer of 
supervision among the agencies involved, let us start with an overhaul 
by pulling Federal regulation together into a logical and reasonable 
framework. 

2. To accomplish this goal, we suggest the creation of a commission 
to study the facts — to determine exactly what the problem is — attd 
to come up with specific recommendations that will solve that prob- 
lem. 

Let us admit that there are differences of opinion and interpretation. 
There may be occasions when we might thmk that the FDIC is pot 
strong enough and needs more authority. But if so, let that power 
be granted in a framework of proper allocation of authority in relation 
to the function of the agency. 

Our association will be happy to participate in such a program. 

Thank you for permitting our association to present its views on 
this bill. 

The Chairman. Thank you, Mr. Burt. 

I would like to ask each one of you gentleinen if there is an agreement 
nmong the witnesses here this morning that the insurance, both as to 
the Federal Savings and Tjoan Insurance Corporation and the Federal 
Deposit Insurance Corp6ration, should be raised from the present 
$10,000 to $20,000. . Is that your understanding, Congres-sman Pepper ? 

Mr. Pepper. Generally speaking, I have favored the extension of the 
insurance coverage. I know we had it up in the committee when I 
was a member of the committee. 

The Chairman. I would rather have just a categorical reply, if I 
may. 

Sir.pEFPER. Personally Ifavorit,yes. 

TheCHAiRMAN. Al30,'Mr. Courshon? 

Mr. CoijBSHON. Not at this titpe, simply because — I have to amplify 
it with one sentence. 

If we are here today concerned with the problems of exposure of the 
Insurance Corporation, until we solve the structural problems of that 
exposure, to double its exposure by increasing the savings risk from 
$10,000 to $20,000 in the banking system and in the savings and loan 
system, at a time when the supervisors say they don't have adequate 
topis to protect the public now makes no sense to me. As a savings and 
loan man praeticallyj I would love to see it, because our institution 
would be better served if it had more money to work with. But in the 
public interest, if there is something wrong with the supervisory tools, 
they ought to be cleaned up before the exposure of the Insurance Cor- 
porations be doubled. 

The Chahiman. Mr. Strunk? 

Mr. Strunk. Well, Mr. Chairman, we have much hope that the 
insurance ceiling will be increased. In connection with Mr, Courshon's 
remark, this legislation would improve the supervisory tools. So we 
would improve the supervisory tools — which I agree is desirable in 
connection with an increase in the insurance of accounts. We think 
these two can well go hand in hand. 

TheCHAiRMAN. And Mr. Bliss? 
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Mr. Bliss. Our organization has taken no position on it, but I be- 
lieve our members would favor the increase. 

The Chairman. And Mr. Burt? 

Mr. Burt. Our association has taken no position on it recently, Mr. 
Chairman. Some 3 years ago they did vote in favor of an increase. 

Tlie Chairman. All riglit. 

Now, then, the officer removal part I understand is very much in 
controversy here, and also the nature of the judicial review. And I 
assume that those will be the main points. Is that right, Congressman 
Pepper? 

Mr. Pepper. Yes. And the grounds for the exercise of authority. 

The Chairman. Yes, sir. 

Mr. Multer, would you like to ask some questions? 

Mr, Mui-TEH. Yes, Mr. Chairman. 

May I first say that I think Mr, Burt has made an extremely stron^f 
case in favor of the proposal that has been made many times and which 
is encompassed in bills before this committee — although we have had 
no formal hearings on them— for a single Federal agency to supervise 
and regulate banking institutions. 

I dare say the same argument applies in favor of the idea of one 
insuring agency rather than two. 

I think the time is fast coming when that must be done. And the 
sooner we get to it, the sooner we will clean up a lot of these problems. 

Now, in Mr. Burt's statement, he refers to accomplishing this bv 
the creation of a commission to study the facts. I think we have al- 
ready had any number of commissions studying the facts. I think it 
is high time this committee went to work and developed the facts on 
the record, and then move one way or the other after that record is de- 
veloped. 

I think with the exception of Mr. Burt's testimony, Mr. Chairman, 
all of the witnesses are in agreement that we do need some action on 
these pending bills. I think Mr. Burt must agree, too, that althou^ 
he pomts out very strongly that all of these matters are subject to am- 
ple supervisory aj)d regulatory powers, including cease-and-desist pow- 
ers, by State agencies, we do need them on the Federal level. If we 
need it on the Federal level, as long as there is Federal insurance in- 
volved, I think we have to tie the two together. 

I agree with Mr, Burt, we shouldn't duplicate what is being done on 
the State level. But I do think that we should and can in tiiis com- 
mittee do the job so that all of these institutions that are federally in- 
sured will be properly regulated and supervised. If a State agency 
fails as to a State organization, we then can proceed accordin^y on 
the insurance level. Certainly so far as the national institutions or 
Federal institutions are concerned, we do need this additional power. 
It is mereljf a question of working out the appropriate language to do 
the right ]ob, protecting everybwiy — by everybody I mean first the 
public, and then the institutions. 

Thank you, Mr. Chairman. 

The Chairman. Mr.Widnall? 

Mr. WiDNALL. Thank you, Mr. Chairman. 

First I want to thank all of you on behalf of the minority for ap- 
pearing here today and giving your excellent testimony. We «ep6- 
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cifilly welcome Congressman Pepper her© to the comm,ittee. We 
appreciate your advice and counsel. 

Mr. Pepper. Thank you very much. 

Mr. Wjdnau,. Mr. Strunk, what is your idea of the definition of 
personal dishonesty as used in S. 3158, concerning removal of officers 
and dii^ectorsf 

Mr. Sthdnk. Mr. Congr^Bsman, my idea of this term is a personal 
dishonesty would be an indictable ofi^nse under Federal or Stat« law. 
I would nope that this committee would include this kind of a clari- 
Scation or definition in the statute. And one of the technical amMid- 
ments that we have submitted would do that. 

Mr. WiDNALL. You feel that the amendment you have offered would 
take care of this? 

Mr, Strunk. Yes, sir. In connection with the officer removal area, 
this has been debatable and controversial. The bill as originally 

E resented to the Senate was roost objectionable in this connection, 
[owever, the Senate substantially narrowed the grounds for officer re- 
moval, and narrowed them to instances where mere are elements of 
personal dishonestyj and where there is substantial harm that could 
come to the institution. And with the Senate narrowing the ground 
for removal to situations where there is an element of personal dis* 
honesty, and with the definition in the statute of personal dishonesty 
being an indictable offense, we have no objecticHi to the provisions of 
the bill dealing with officer removal. 

Mr, MuLTER. Mr. Widnall 

Mr. Widnall. I yield. 

Mr. MuLTER. Do you include within the definition of personal dis- 
honesty self-dealing? 

Mr. Strlnk. It mav or may not, depending upon whether it is an 
indictable offense, and whether substantial loss could occur to the 
institution. 

Mr. McLTER. That is the point. In manv States, and I think on 
the Federal level, self-dealing may be prohibited, but it is not an 
indictable offense. I tliink that is as heinous an offense as an indictable 
offense. 

Mr. Strunk. In connection with self-dealjng, this is a very, very 
broad term. We think the regulatory agencies have to proceed very 
carefully when they undertake to remove an officer or director for an 
instance where they might consider it to be self-dealing. This is ve^ 
difficult to determine. Even tlie phrase "personal dishonesty" is dim- 
cult to detennine. But we prefer that, and that is generally accept- 
able — particularly if we can define personal dishonesty in the statute, 
to narrow it and tighten it up in the manner we have suggested. 

Mr. Widnall. I have a question for all of the panelists. I would 
appreciate your answer. 

Do you think that appeal for a final cease-and-desist order to the 
Federal Court of Appeals under tlie Administrative Procedure Act 
furtlier erodes our judicial system, where Federal statutes increasingly 
are avoiding the Federal district courts! 

Who would like to answer first? Mr, Courshon. 

Mr, Courshon. Yes. May I amplify it with a sentence, Mr. Wid- 
nall, or would you prefer just my wiswer? 
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Mr. WiDNALL. Yes, please, amplify it. 

Mr. CouRsiioN. Confrress itself is concerned with the Administra- 
tive Procedure Act. The Senate has passed S. 1336, it attempts to 
c:hange the Administrative Procedure Act emp^hasis to the weight of 
evidence— just as now is the present law under the savings and loans. 
It has not yet been passed by the House. And in the present bill, 
if Congress, in its wisdom, determines that the Administrative Pro- 
cedure Act eroded individual liberty because of tlie substantial evi- 
dence rule as Against weight of evidence, if S. 3158 is passed the way 
it is, because it uses the substantial evidence rule, it will supersede 
Congress' action in trying to make the Administrative Procedure Act 
move more toward t lie weight of the evidence, 

Mr. WiDNALL. Mr. Burt? 

Mr. Burt. Congressman WidnatI, I am not a lawyer, and I ara 
not (]iialilied to answer your question. However, I must admit that 
the point that Mr. Courslion makes is a very persuasive one, I would 
be inclined to agree. 

Mr. Pepper. Before some of the members of the committee arrived, 
in my statement I emphasized this matter. 

One of the basic ditferences between the Senate bill and the bill 
I have introduced is that the Senate bill does erode the judicinl re- 
view by allowing it only when you can appeal, when the grieved 
party or parties can appeal to the circuit court of appeals, and there 
the rule of law is that the administrative action will stand unless — 
I mean if there is substantial evidence tosupport it. 

Xow, in my bill, as it is going to be amended by amendments 
that will be filed, and as I testified it would be a while ago, we 
would allow the Board to put into effect a ceftse-and-desist order. 
We would allow the Board to appoint a conservator. But that ac- 
tion on the part of the Board would be subject to the ordinary ju- 
dicial review, beginning witli the district court, and the weight of 
the evidence rule would prevail in the district court. And the usual 
right of appeal would exist. That would meet the criticism of the 
Board, that they are sometimes held up in putting their will into 
eJfect by a delay in court action. Tliey could go ahead and put their 
will into effect. But the aggrieved parties would have the ordinary 
right of review beginning with the district court. And that is the 
way it should be I believe, 

Mr.WroNAi,L. Thankyou. Mr.Bliss? 

Mr. Bliss. My answer to your question, Mr. Widnall, is "Yes." 

Mr. WiDNAi.L. Mr. Strunk? 

Mr. Strtjnk. I would like our Washington counsel, Mr. King, to 
handle this question. 

Ml*. King. Congressman Widnall, as you know, vou have touched 
upon a transitional phase in judicial procedure and in the jurisdictiMi 
of the courts. 

Unquestionably it is due to the necessity, in view of the many new 
functions of the Federal Government, of allowing many things to 
the ex)jeiiise of the agency. However, we think insofar as that transi- 
tion affects the interests of our institutions in the light of the pres- 
ent bill, that we would not be unduly prejudiced were we to have 
that phrase "weight of evidence" retained with respect to judicial 
review. 



Digitized by Google 



FINANCIAL INBTrnJTIONS SUPEBVISOEY AND 1N8CBANCE ACT 137 

Mr. WidnaIjL. Can anybody advise me of the American Bar Aai 
sociation's position on this matter? Has anybody contacted tlieUi 
on this ? Mr. Courshon ? 

Mr. CoUBSHON, I have, Mr, Widnall, The American Bar's present 
status, while I am waiting for this pamphlet, I can say to you they have 
right now under study S. 3158, and how it affects judicial reyte* 
and the rights of the individuals and the rights of the institutions — 
and they have not come out with a finding. 

I would like to q^uote from the pertinent portion of the 1966 Annua^ 
Report of the Judicial Review Committee of the Section of Admini^ 
trative Law published in July 1966 : 

At the request of the Chairman, the Committee on Judicial Review Is 'stiidylng 
S. 3158, a bin to strengthen the regalatory aitd supervisory authority of Federal 
agencies over insured banks and insured savings and loan associations. Among 
other things this bill would provide for cpase and desist orders to curb abuses by 
Qnanical institutions, including authority to remove officers in the case of 
actions deemed illegal or dangerously Irregular. Copies of this bill and sup- 
plementary materials have been distributed to all members of the Committee. 
As of the date of aabmission of this Report of the Chairman the matter ia st^ 
under study by the members of the Committee. 

They are also presently working as you know on the entire question 
of the Administrative Procedure Act. And, as you no doubt know, 
they are interested in moving the Administrative Procedure Act now 
over to the weight of the evidence. 

The vice chairman of the committee, Mr, B. T. Mangano of New 
York stated, "I would favor the idea of an Administrative Appellate 
Court, but I believe I would be more inclined toward supplanting the 
administrative procedure review rather than the present appeal. 
Somewhei^ we must find a tribunal that will weigh facts. If the 
administrative review by the agencies is to be preserved in its present 
form, an administrative court of appeals could hardly succeed where 
the present courts have failed."' They go on to state the main problem 
with the present courts is because they feel they make the expertise of 
the agency^they must leave the finding of the facts to the agency — 
when tlie fact of the matter is the entire case is based upon questions 
of fact. 

Mr. Widnall. I would like to have you amplify, if you would, what 
you started to say about the section on page 2 of the Senate bill, 2(a) : 
"If in the opinion of the Board the association is violating or has 
violated" — "or the Board has reasonable cause to believe that the 
association is about to violate a law, rule, regulation" — and so on. 

Now, it seems to me that is the kettle, the sink, the stove, the house, 
everything else. How can you possibly sensibly do anything where 
you are just presuming a reasonable cause exists ? 

Mr. CouRsiTON. You cannot. 

Mr. Widnall. Can it not be the figment of the imagination of some 
individual ? 

Mr. CouRSiiON. I can only deal with past history. 

The Board has in the past — it is not a matter of the individuals who 
hold the office, because the office remains as the individuals move — 
the Board has in the past had this problem, and have made conclusions 
having to do with fact, which conclusions were later not supported. 

This Congress, and the Government Operations Committee, almost 
ad nauseam, has heard certain cases that became almost famous or 
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infamous, concerning only questions of fact, not law. And the courts 
did not uphold the Home Loan Bank Board. And with the added 
power of S. 3158, there will be no question that the individual insti- 
tutions, the shareholders, the owners of the institutions, if you will, 
won't have an opportunity to contest what is alleged to be a fact on 
the part of the supervisor, 

Mr. Peffer, May I amplify his answer? 

Mr, Win>ALi.. Just a minute, please. If they have this power, they 
proceeded under this power, the association would always be under a 
cloud, regardless of whether or not there is any substance to it. It 
seems to me that you are starting out with a very unreasonable 
premise — and without any proof in substance, you are taking an awful 
chance of doing immeasurable harm to an association. 

Mr. CouRSHON. That statement is completely true, sir. But it k 
more pernicious than that. 

Having this power, the savings and loan business will no longer, in 
my opinion, have the courage to contest the Board's opinions, because 
the Board's opinions will be supported by their conclusions of fact, and 
having that right, the Board simply can remove oflScers and directors, 
even without the power of removal, because with the cease-and-desist 
order they may give a cease-and-desist order to a board of directors and 
say, "You cease and desist from retaining Mr. Jolin Smith as your 
managing officer." 

Mr. Pepper. I wanted to supplement what Mr. Courshon has said 
by saying this, apropos of the questions of the able gentleman. 

For all practical purposes, the Senate bill gives to the Home Loan 
Bank Board tlie right, one, to issue a cease-and-desist order; two, to ap- 
point a conservator, whenever it thinks it is in the best interests of the 
association to do so. 

Now, that is basically what the authority comes down to. I sub- 
stantiate that by quoting the language to which the able gentleman re- 
ferred — on page 2 of the Senate bill. 

If ID the opiDioD of the Board an association Is rlolatlDR or bas violated or tbe 
Board has rpaitoiiable cause to lielieve that the association is about to violate a 
law, rule, ref-ulation or charter or other condition imposed in writing bj the 
Board or written agreement entered into with the Board, or is engaging or has 
en^ffed or the Board has reasonable cause to believe that the association la alraut 
to enga)^ In an unsafe or nnsound practice, the Board may issue and serve apcn 
the association a notice of charges. 

Now, an unsafe or unsound practice in the opinion of the Board, 
means something is not good for the association. And if you look on 
page 11, when the criteria for the appointment of a conservator are set 
out, one of those criteria is No. 2, in line 21, page 11 : 

Substantial dissiiwtion of assets or earnings due to any violations of law, rates 
or reEulations, or to any unsafe or unsound practice or practices and unsafe or un- 
sound condition. 

Now, I mention this to raise a question: How can a court review 
that — unless there are some criteria ? 

That is the reason that I suggested in my earlier statement that the 
Congress should indicate some criteria, so that the courts can review the 
facts in relation to those criteria. Then there is something to review — 
not just what was in the minds of the Home Tx)an Bunk Board. 
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Mr. WiDNALL, Thank you. My time has expired. I would just 
like to add this. There has been comment and suggestion of raising 
the insurance limit from $10,000 to $20,000. I myself personally sup- 
port that. The record will show that I introduced legislation a while 
oack raising it to $25,000, I have felt it sliould be raised, it is in line 
with the times, and I think it would be very helpful. 

The Chairman. I have a bill to increase tne account insurance to 
$25,000, too— H.R. 43, introduced January 4, 1965, 

Mrs. Sullivan ? 

Mrs. SuLuVAN. Thankyou, Mr. Chairman. 

I believe the witnesses this morning have been very helpful in ex- 

Elaining many of the difficulties that we know exist in S. 3158. But 
efore I ask you a question, Mr, Courshon, I want to tell you that last 
night I had a telepnone call from someone who classified himself as 
one of your oldest and dearest friends, Sid Solomon, Jr., in St. Louis. 
I told him that I expected to be here this morning to hear your 
testimony. 
Mr. Courshon, what do you think about making cease-and-desist 

Eroceedings public, except where there is good reason that they should 
jnonpublic? 

Mr. CouBSHON. I think they normally ought to be public. In the 
Senate this matter was discussed, in the committee, Mrs. Sullivan, and 
I think there should beone reservation. 

You see, the matter of whether something is public or not depends 
on whose ox is being gored, is the institution being Imrt, if it is a public 
hearing? Is the position of the supervisor going to be embarrassing 
if it is a public hearing? Or will the people who are being charged 
be embarrassed if it is a public hearing? 

I think that the individual being charged should have the right 
to request a private hearing, and that that may be determined by the 
supervisory agency which in fact is involved with determining the 
public interest. If the supervisory agency accepts the request of the 
person or institution charged, then it may be private. But if the per- 
son or institution charged, who are also endowed with some intelli- 
gence and concern for what is in the public interest— they may have 
organized that institution and built it to where it was — determines this 
is public business, and their shareholders and depositors ought to know 
what is going on, I don't think the public and the shareholders and 
depositors should be deprived of this right. 

Mrs. SttLLiVAN. Thankyou. 

Mr. Mttlteb. Would you yield a moment ? 

What do you think about a charge being made against an officer 
a few days or weeks before the annual election, and this is just a 
charge. Should that be publicized ? 

Mr. Courshon. I say he should have the right to ask for a private 
hearing. I understand the thnist of your question, because I be- 
lieve that what is inherent in that question is— well, if the agency 
wants to embarrass him, and see that he doesn't get reelected, they 
will want a public hearing. Well, what happens in practic i* that 
in the past when the agency wants news to get out to the public, it 
gets out anyway. 

Mr. Mui.TER. Let's take it the other way, if I may. The officer is 
about to be charged. He says, "I want a public hearing, and the 
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■"eiison he wants a public hearing is because if vou air these diarges, 
this institution is going to falH There will be a run on it — even 
though it is only a charge." 

Mr. CocKSHON, I understand the problem. I certainly don't have 
the wisdom to give tlie answer. But I know this. These are, in fact, 
publicly owned institutions and their business ought to be kiiown by 
their owners, whether they are shareholders or stockholders. I can- 
not give a simple answer, because as you knovr, Congressman, there 
is no simple answer. 

if rs- Sullivan. Thank you. 

I would like to comment, Mr. Chairman, that for the past several 
years I, too, have been hopeful that the Congress could pass legisla- 
tion to increase the insurance ceiling. And now because of the tight- 
ness of money, the increased fluctuation of the stock market, and the 
uneasiness of the public about the safety of their savings, I am ex- 
tremely interested in seeing that the bill is amended to increase the 
Federal insurance, both for banlts as well as for savings and loans. 
And I believe that vou, Mr. Chairman, have clarified the thinking 
of the witnes.ses on tliis issue, so I will not pursue the question, only 
to state tliat if this legislation l)efore us will tighten up the supervision 
of these institutions, then I think in fairness to the public, we should 
give them the assurance also of the safety of their savings by an in- 
crease in the insurance ceiling. 

The Chairman. Mr. Ashley? 

Mr.^HHiJiY. .lust one question. 

Mr. Courshon, as I read tlie bill under consideration, section i pro- 
vides for suspension or removal in cases of personal dishonesty. Sec- 
tion .T provides for suspension where a felony is charged. And section 
12 orov'drs for remov!>! where a criminal offense is proved. 

Wouldn't it be more logical to expand section 5 to cover any criminal 
olTense, and to drop section 4? 

My question really is : Aren't sections 4 and .5 somewhat duplicatory, 
and couldn't this ]>e eliminated were section 5 to be expanded as I have 
suggested and section 4 dropped? 

Mr, Courshon. It is a rather long question, Congressman, and I 
will try to answer it. 

I take issue with section 5 in the Senate bill as drafted for some of 
the reasons implied in your question, because this question of what is 
personal dishonesty is very difficult to define, and not in fact really 
open for question in some wavs in the pmTiP'v of th'S whole bill. Be- 
cause personal dishonesty will be as cliartred by tlie Board. No. 1. 
.\nd because of the review proceedings being so limited, I don't know 
whether you can get into questions of fact as to what is personal 
dishonesty. 

Mr. Ashley. "Whether or not it be eliminated if we dropped section 
4, and expanded section 5. as I have suggested ? T!iat is the thrust of 
Ibcquestion. 

Mr. CoiRsnoN. It depends upon the matter of review. If the re- 
view is limited to the substantial evidence rule, and beirins in the 
court of appeals, I don't think it makes any difference, No. 1, 

'So. 2 — if you are dealing with indictable offenses, then you are deal- 
ing with something we can define, I am not ti-ying to evasive, Mr. 
Cougi'essman. I am just ti-ying to underetand the question. 
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Mr. Ashley. Well, I don't think— Mr, Pepper, do you understand 
the question? 

Mr. MuLTEH. Before Mr. Pepper answers — will you clarify thatt 
Are you suggesting that cease and desist be as a result of a court 
order? 

Mr. Ashley. What I am suggesting is pretty simple. You drop 
section 4 and expand section 5. 

Mr. MuLTER. Do cease-and-desist <H"ders come under section 5? 

Mr. Ashley, Section 4 is for suspension and removal in cases of 
personal dishonesty. You drop that, and you pick it up in section 5 
By expanding the scope of section 5. 

Mr, Pepper. So as to provide what, does the able gentleman have 
in mind— -do it how ? Instead of by removal, how would you 

Mr, Ashley, Yon would expand section 5 to cover — to provide for 
criminal offenses, rather than personal dishonesty. 

Mr, Pepper. In my bill we don't make a man ineligible for holding 
an office unless he has been convicted of some criminal offense, some 
felony. We didn't think that just an indictment — he might possibly 
be suspended— but I believe before the able gentleman came in I men- 
tionecf in my bill we don't provide for removal, because we think that 
authority can be adequately exercised under either the present law 
or the bill as would be passed by the Board just telling tlie board of 
directors of the Federal savings and loan association, "Get rid of this 
president," or get rid of this secretary-treasurer — "if you don't we will 
file a cease and desist, or we will take you over with a conservator," 
I don't think you need to put any provision in there giving this Na- 
tional Board a right to remove all these thousands of officers all over 
the United States at all, 

Mr. Ashley. Well, my thought was simply to try to arrive at a 
better answer to the problem of personal dislionesty. This has been 
plaguing the committee a little bit, legal definitions are a little hard to 
get at. My thought was to try to — I think the opinion of the commit- 
tee is tliat there should be the powers contained in the Senate bill. 
We are troubled a little by the personal dishonesty ■definition. The 
effort wasto try to resolve that problem, 

Mr. Strunk. I think I understand the thrust of your proposal. It 
would appear to be very reasonable so far as we are concerned. 

Mr. Pepper. I think the matter should be cleared up. I don't think 
there is any doubt about that. 

Mr. Rees. Would the gentleman yield? 

Mr. Ashley. Yes. 

Mr. Rees. My impression of section 4 is that it says "One involving 
personal dishonesty," and section » talks about personal dishonesty 
actually tied in with a conviction of a felony. Therefore, if you com- 
bined the two sections, you would do away with personal dishonesty 
only unless there were actually a criminal conviction. 

Mr. Ashley. Well, section 5, 1 think, provides for suspension wliere 
a felony is charged. Section 12 is — that provides for removal where a 
criminal offense is proven. 

Mr, Rees. If I might j'ust make this observation^if you would con- 
tinue to yield — many a time you have in a financial institution some- 
one who is guilty of personal dishonesty, but the financial institution 
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will not take the case to the district attorney because it might cause a 
lack of public confidence in that financial institution. I think there 
are quite a few people who have been discharged from financial in- 
stitutions because of personal dishonesty, but there was no intention of 
bringing their case to court, because of this problem. I have seen this 
in quite a few banks. I think section 4 would probably allow the 
Board to go into this type of case as there is great reluctance of finan- 
cial institutions to seeka prosecution, 

Mr. Pepper, Mr. Chairman, may I answer the gentleman's — com- 
ment on tlie gentleman's question ? I beg your pardon. 

Mr. AflHLRT, By all means. Senator, I would like to hear your re- 
action to that. And I would also like to hear Mr. Strunk on that. 

Go ahead. 

Mr. Pepper. I staited to say — under our bill the Board has authority 
to make any rule or regulation it wishes. It could enter a rule or regu- 
lation that the maintenance of any officer whose conduct exhibits dis- 
honesty sliall be an impropriety, and shall be the subject of a cease- 
and-desist order against the association. And then under our bill as 
amended, they could put that cease-and-desist order in effect, and the 
Board would have to remove that officer. 

Now, in the second case, under the law that will be passed, and that 
already exists, if the Board were satisfied that an -c^cer was dishwiest, 
it could simply tell the board of directors, "We think that man is dis- 
honest, and if you don't get rid of him we are going to appoint a con- 
servator," Then they would have no choice but to get rid of him. 

Now, the matter of what happens in the criminal courts — I don't 
know that that is necessarily the responsibility of this law. But there 
would not be any reason why the Board could not pursue the case and 
bring it to the attention of the district attorney or grand jury or stHne- 
thing like that. But that would be aside from the matter of pro- 
tecting the association. 

Mr. CoURSHON. Mr, Ashley, may I 

Mr. Asm.ET. Yes — just after Mr. Strunk answers. 

Mr, Strdnk, I think it is in part a question of how soon the Federal 
Home Tjoan Bank Board could remove an officer that they suspected of 
personal dishonesty, and who might be indicted. 

If under your proposal they had to wait until the man is indicted, 
you would leave that man in there maybe too long, depending upon 
his nature. 

Mr. Ashley. You think there is a validity to Mr. Rees' observation ? 

Mr, Strunk, I think there is validity there. So far as the Board is 
concerned, they may have no interest in publicizing an indictmmt, and 
damaging that man that much more. So if they could get the man 
out of there, when they have grounds for believing he is aoing srane- 
thing which is indictable, thejy don't necessarily have to get him in- 
dicted to get him out of the mstitution So I think in the main we 
would be perfectly happy to have personal dishonesty defined a little 
more narrowly in the area of indictable offenses, but not necessarily 
force file Board to indict him to get him out, 

Mr, AsHLET, I think your thoughts are very well expressed, Mr. 
Oourshon. 

Mr. CouRSHON. Thank you, Mr. Ashley. One other thing troubles 
me about the question. 
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The implication that indictment should be grounds for suspension, 
number one, implies that indictment is conviction, which is not a part 
of your question. But the big problem with section 5 is what happwia 
if the man is indicted, he has Been tried, and he is found not guilty. 
On line 21 of section 5, page 10, it says as follows : 

A finding of not guilty or other disposition of the charge shall not preclude the 
Board from thereftfter Inatitutlng proceedings to remove such officer — Huch di- 
rector, officer, or other person from office and to prohibit further parCldpatlon 
In astMclatlon affairs pursuant to subparagraph (a) or (b), of paragrapb four 
-of this subsection. 

So if we are involved in a situation where the Board haa felt, or 
the Department of Justice has felt, without intercourse with the Board, 
and without consultation, that this man needs to be indicted, and they 
are doing their job, and then the man is full and fairly tried, and then 
the man is found not guilty, section 5 doesn't imply that thereafter 
the man is reinstated. It implies that they can still throw him out. 
So what is the point of being tried and found innocent ? 

Mr. Mui.TER. He may have been thrown out before he was indicted, 
and found not guilty. 

Mr. CouKSHON. But with this kind of power, if he is indicted and 
found not guilty, and fully and fairly now removed from the cloud, 
the Board still retains the power to remove him. 

Mr. MuLTER. And there is no means of liis getting back if he is re- 
moved before being found not guilty. 

Mr. CouRsiioN. There is no question about that, sir. 

Mr. MtiLTER. I suggest that I think that what we must do here is be 
sure we give everybody ample protection, both as to rules, regulations, 
and cease-and-desist orders, and going to court — ample notice and an 
opportunity to be heard before it becomes effective. 

I think before they go to court, to appoint a conservator, they should 
certify to the court — if they want an immediate appointment, they 
should certify the facts on which the immediacy and necessity and 
urgency require them to have it at once. And even only telephone 
notice — as m injunction cases — the least they have them do is tele- 
phone and sayj come to court within an hour, because we are going to 
apply for an injunction. And the court then can give some oppor- 
tunity to meet the alleged fact that they say requires the immediate 
action and the urgency. I think if we can work something out along 
that line, I think we can give the Board the power it needs, and at 
the same time give the protection t« the public and the institutions 
and its officers. 

Mr. Strunk. As I understand it, I think that is correct. 

This bill does do a great deal in that connection. 

Of coursPj therefore, there is any of these stronger methods, there 
is always discussion. If the institution cannot convince the super- 
visory authorities that they are right, these things would never come 
to the removal area, and they would never come to the cease-and- 
desist area. 

In connection with the cease-and-desist order and the removal 
order— except in there is an emergency existing, or they find that this 
fellow is about to make a lot or poor loans, for example, they can 
move in promptly, and give a prompt cease-and-desist order, if they 
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have reasonable grounds for believing the man is dishonest, they can 
get him out of thei-e promptly. 

It is always a question as to how you handle these things. Frant- 
ly, we have to rely upon the judgment and expeadence and the honesty 
and the ability of these Board members. 

Mr. AsiiLET. We are talking about the balance between protectitm 
of the public, the depositing public, as against the necessity for pro- 
tecting the individual. 

Mr. Strunk. In connection, a^in, with the removal thing, we 
think that the court review, particularly in this area, ought to be on 
the basis of the weight of the evidence, as against the so-called sub- 
stantial evidence rule. 

We have asked that the court review procedure be improved by 
having the court review these things on the basis of the facte, and not 
just on the basis that there was some evidence, you see. And this 
IS particularly important in the removal area, 

Mr. Talcotp. Mr. Chairman, are we going to meet tomorrow? 

The Chairman. I beg your pardon? 

Mr. Talcott. Are we going to meet tomorrow on this bill? There 
are some of us here who have not been able to ask any questions. 

The Chairman. How many members want to interr(^;ate the wit- 
nesses—hold up your hands ? 

There are several. 

Here is what we will have to do. We will have to go to the Bules 
Committee in the morning on the housing bill. We will have to ask 
these witnesses to come back the day after tomorrow morning at 10 
o'clock, because we must give all the menrbers an opportunity to inter- 
rogate you. I have a few more questions, but I could dispense with 
them. 

Will that be satisfactory to you gentlemen ( 

Is that satisfactory ? 

Mr, Pepper. The day after tomorrow ? 

The Chairman. The day after tomorrow. 

Mr. CouRSHON. Thursday morning, sir, 10 o'clock ; yes, sir. 

The Chairman, Shall we quit now, or go 10 more minutes ? 

ilr. Harvey ? 

Mr. ITarvet. I just have a few questions, Mr. Chairman. 

The Chairman. All right. 

Mr. Harvey. I have some difficulty imderstanding the purpose of 
this bill and reconciling it in my own mind. 

Let me ask tins question. I am not sure whether it should go to 
Mr. Coui-shon or Mr. Strunk, but it doesn't matter really, one way or 
the other. Are these wi-ongful practices that this bill is intended to 
correct difficult to discover? 

Mr. Strunk. They may be. The wrong kind of person in man- 
aging these institutions, if he is engaged in some skulduggery, has 
various ways of hiding it and concealing it. 

ilr. Harvev. My purpose in asking that is the Federal Home Loan 
liiuik lioanl has at the present time the right to send auditors into 
anyS.&L.,dothevnot? 

Mr. Strunk. These institutions are all audited and annually exam- 
ined. 
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Mr. Harvey. They have a right to send in auditors 365 days a year, 
if they want to. 

Mr. Stecnk. Yes, they can. And sometimes they keep examiners 
in these institutions a fairty long period of time. 

Mr. Habvbt, Is it your statement theee auditors are unable to detect 
the wrongdoing i 

Mr. Stronk. Sometimes I think that is the fact. The transactions 
can be hid behind dummy corporations. 

Mr. Hakvht. This bill would not correct that; would it! 

Mr, Stkunk. No. But when the wrongdoing is found, then the 
supervisors can deal with it somewhat more promptly than I think they 
are tible to deal with it at this point. 

There is another thing involved here. The Home Loan Bank Board, 
in attempting to supervise these institutions without a cease-and-desist 
order, have had to put in regulations. And then if something is wrong, 
it is in violation of the regulation. And we hope as a result of this 
that the myriad of r^ulations applicable to every institution, good 
and questionable alike, can disappear, and the Board can supervise 
more on a case-hy-case basis and deal with the problem institutions 
as they Hnd them, and not have to put in a regulation. 

Mr. Harvey, It doesn't say anything in here about these regulations 
disappearing. In fact, it contemplates more regulations. 

Mr. Strunk. Granted this law does not say there would be fewer 
regulations. But the whole purpose of the cease-and-desist 
arrangement 

Mr. Harvey, Let's just say at the present time if the Federal Home 
Loan Bank Board auditors determine a wrongful practice going on, 
what can they do about it ? They report back to ithe Federal Home 
Loan Bank Board. Can they if necessary close tlie institutions? 

Mr, Strunk. They can close the institutions. ■ 

Mr. Harvey. Can they recommend a suspension of the insurance^ 

Mr. Strunk. They can recommend suspension of insurance; yes, sir. 

Mr. Harvey, Both of these are drastic remedies, I appreciate. 

But— they can threaten both of those remedies as well ; is that right t 

Mr. Strunk, They threaten both of these remedies, and that is part 
of the problem, because you have no way of combating these threats. 
We would ask there be put in a cease-and-desist order to stor) that 
kind of thing, and that order then can be contested. We think that 
intermediate remedies 

Mr. Harvey, You treat the cease-and-desist order very fine indeed. 
But the only thing that bothers me about it is the very liberal language 
in this bill, which is the most liberal I have ever seen, where it talks 
about cease-and-desist otders for any law, rule, regulation, or charter 
or other condition imposed in writing by the Board. That means on 
the basis of a letter issued by the Board you are going to bring a per- 
son into a c^urt, and charge him and so forth with a violation of condi- 
tions set forth in a letter. This is incredible that in the United States of 
America we have come to a situation like that, in my judgment:' ' 

What I am getting at is this. I have sat on this committee for 6 
years. In that 6-year period of time, I have seen the policy toward 
savings and loans just do a complete flip-flop. We had a man here by 
the namn of Mr. McMurray a few years ago, who was c<Hning in here 
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and urging the savings and loans to do everything. He was telling 
rhem we want the power to put out college loans, we want the power 
to make land loans, we want the power to make chattel loans and so 
forth. As the savings and loans do more and more, and pet in deepw 
and deeper, now all of a sudden we are asiked to enact this bitirightr ' 
here, which is going to be the most severe and harsh, as far as I am 
concerned, remedy that you could possibly put upon any financial 
institution, I just thinli the savings and loans will rue the day this 
bill was enacte<l. Now, I haven't oeen to this executive session. I 
don't know if this is warranted by the facts or not. But to me it is. 
a sorry thing indeed when our business and financial institutions in 
America have come to a situation where they have to ask the Federal 
Government for these sort of rules and regulations to do their house 
cleaning for them. I think it is a pretty sad situation. 

Mr. MuLTER. Will the gentleman yield to me? 

Mr. Harvet. Yes. 

Mr. MuLTER. I think you have put your finger on one very importtuit 
deficiency in the bill — this business of the possibility of writing; a let- 
ter as a resuh. of which you may close the institution, or order the 
removal of an officer. But this is one of the details I think we have 
to work out. 

What we must not overlook is that as of this moment., under the 
existing statute, if they go in and suspend insurance of a Federal in- 
stitution, that means its liquidation. Now, the State instituticm may 
continue — if as a practical matter it can. But the suspension of 
insurance 

Mr. Harvey. I cannot believe that a letter threatening the suspen- 
sion of insurance means liquidation. 

Mr. MuLTER. I am saying withdrawal of the insurance of the Fed- 
eral institution means it must be lic|uidated. The important point 
is to try to define the reason to be relied upon in using the cease-and- 
desist power, and to properly limit that power. 

Mr. Harvey. I don't have the time to yield any more, I want to 
hear the gentleman's answer. What I want to say is this. This ap- 
pears to me the long arm of Federal intervention really reaching down 
mto these savings and loan institutions and telling them how to cMi- 
duct their day-to-day business, based upon a letter, based upon regula- 
tion, so as to bring about the changeable whim or fancy of anyone 
who heads the Board. We have seen Mr. McMurray here for 4 or 8 
years encouraging them to get in deeper and deeper. Now, we are in 
a different period of financial history, when credit is tig^t, when the 
whole market situation is different. And now some of these organiza- 
tions are apparently in trouble, I gather. And now because of that 
reason we are asking the Federal Government to come in here and 
run it — the long arm of Government intervention. Now, I would 
like to hear their answers. 

Mr. Gettys. Would the gentleman yield? 

Mr. Harvey. No. I would like to hear the answers. 

Mr, Strunk, Mr, Harvey, in connection with the letter this is a 
routine that tlie Board has liad for years. A letter is written, or a 
written agreement is entered into with respect to insurance of accounts. 
In other words, when a State-chartered institution applies for insure 
ance of accounts, certain conditions are imposed. And this would give 
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the Board power to enforce those conditions that were entered into 
at the time insurance of accounts was granted or the charter was 
granted. 

Mr. Harvbt. I understand that, I wonder if Mr. Courshon could 
answer that. He has been wanting to. I have a very limited time 
here. 

Mr. CotmsHON. I would like to answer ^our question. 

No. 1, this bill doesn't change the investigative powers of the Board 
one bit, which was the first part of your question. This bill has to do 
with what do they do about whatever they find out. It doesn't add to 
their investigative powers. 

Two, this Dill does not imply, and I disagree completely with Mr. 
Strunk and the U.S. League, that the Board will get a new tool that 
it must use, because tliis oill gives broader power to take over, and 
there is not one bit of language in this bill that says the Board has got 
to use the cease and desist before it takes over. In fact, it takes out 
from the m-esent law that there has even got to be an emergency to take 
it over. They can take it over if they cough, sir, 

Mr, Hahvet. That is just the way I interpret this language. And 
to me it is a shocking thing, that the in^itutions themselves are com- 
ing in and asking for this sort of law. I have difficulty following it. 

Mr. CoDKBHON. The institutions, many of them, are not asking. 
You better believe it, sir, 

Mr. Hakvey, The ones I have talked to myself are certainly not 
asking it, and they are very wary indeed of the Federal Government 
exercising power such as this — whereupon the issuance of a simple 
letter, a cease-and-desist order can be entered at this point. 

Mr. Bliss. Mr. Harvey, I do not know if you were in the room at 
the time I made my Statement, but your questions give me heart, be- 
cause the thesis which I presented was that the power to issue cease- 
and-desist regulations in our opinion should be limited to violations 
of law. To issue a cease-and-desist order for an alleged violation of a 
rule or a regulation, or as you say a condition imposed in writing, as to 
which I quite agree with your interpretation, merely means that the 
Board write a letter, and tlien that is it — it follows it up with a cease- 
and-desist order. 

In the matter of regulations which you have referred to, in the year 
1965 the Board issued 105 regulations, either proposed or adopted^ The 
only notice given to the affected institutions was publication in the 
Federal Register, Very few hearings were held on those regulations. 
There is no requirement for a hearing. As I say, the thesis which I 
presented on behalf of the Council of Mutual Savings Institutions is to 
delete from the bill all reference to cease-and-desist orders for viola- 
tions of rules, regulations, or a letter from the Board. 

Mr. Harvey. I would close with this final comment, because my 
time has expired. I just cannot believe that the S. and L,'s themselves 
individually have the personnel, the staff or the lawyers that are going 
to be necessary to keep up witn all the Federal regulations and the 
letters issued from the Director of the Federal Home Loan Bank 
Board, This is going to make work for the lawyers, believe me. 

Mr, Strunk. You are precisely right. We have an awful lot of 
regulations because the Board has not had a way of dealing with prob- 
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lem institutions except by the issuance of reculations npplicRble to 
everyone. There is no guarantee we will ha,ve fewer resulations. 
But cprtainly if the supervisory authorities can deal with the 1. 10, or 
20 inst'tntions that are en^eing in bad practice" without issuing; 
resrulationa covering the Entire savings and loan business, we cer- 
tainly will have fewer reeulations. 

That apain tstheoointofacease-and-desist power. 

TheTiTMBMAN. Mr. St Germain? 

Mr. St Germattj". Nonnestions. 

The f^iiAiRMAN. Mr. Gonzalez? 

Mr. Gonzalez. I have read your statement. Mr. Rfnink. The only 
thinchereT would like to ffetsoinepyrtlanntion on it this. 

In case this nmpndment or this bill is apDrovfd. how do vou interpret 
the nrocedures that would be neoessarv to trij^jer off the cease-and- 
de«i>st order? Oin vou rnve a hypothetical case? 

Mr. Sttt^k. T think Trnn. 

If the TTo>rie Txwn B'lik Board find" had practices which are not 
neoewarilv illegal, but which mav be had financial nrBctices.the ■^uner. 
visors will discuss the«e practices with the institution concerned, with 
the mananrement and the board of directors, and if fhev ure not ab'e 
to secure a correction by informal voluntary means — and in flO^pprcont 
of the cnses or fls nercent of the cases thev "will — andif the Bo«rd "till 
feels these practices have to be stopped, and they catinot iret them 
stopped in any other manner, then thev can issue a cease-and-desist 
order. That order is reviewable, first through administrative hear- 

M'v (^ovzAi.Ez. T^.xcuse ">». When the cease-and-desist order is 
iB'i"'>d. does it mention specifically — cease and desist from a. b. c. d* 

Mr. Strfnk. Yes — It must be cease and desist from these specific 
practices, 

Mr, Go^ZAi.KZ. T^ankvoii verrmucli. 

Tlte r'KArt^TAN, T ncsume we wi^l hove onlv a coimle of minutes' 
time. So without objection, we will rnrrv out o^r plans heretofore 
announcd, askinir vou gentlemen to be back here Thursd" '■ mim-n "■ at 
10 o'clock. And the committee is reflnested to meet with the Kules 
Committee in the mom'no' at 10 ;S0 on the liousina" bill. 

Mr. f r.Awon^. Mr. Chairman, before we recess, I note th^ro iq one 
man from OaUfomia who is representing a group and would I'ke to 
1^ heai-d also on this same bill. Would it be possible to hear him on 
Tl-"rsdnv? 

Tl'p Ckatrm'v. After we get througli with the-je witnesses, we 
wfu'd *>" fflad to 

M-_ Pi-n^f-t. Thiink vou yen' much, Mr, Cliairman. and meml>ers of 

Tl'p rTT"if-"v. .*nd nf cinrse vnii niav make additional comments 
as """ Pr^misod in tho hpinnnin.or. 

•n-a ffimmittee w>'l -^tond in recess until lO oVWk on Thursday. 

fWhere'inon. at 11 ;58 a.m., the committee adjourned, to refconvene 
at 10 a.m.. Thursday. September 22, 1066.) 
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THTTRSSAY, SBFTBMBEB 22, 1896 

HonsE OP Representatives, 
Committee on Bankino and ,Ci/RBENCTi 
.,,:■■ WaitUh^ton, D.C. 

The committee met^ pursuant to rocess, at 10 «,m., in room 2128y 
Rayburn House Office Builtjing, Hon. Wriglit Patman (chairman} 
presiding. 

Present: Representatives Patman, Mojiter, Barrett, Mrs. SuUivjin, 
Reuss, Ashley, Moorhead, Goazalez, Minish, Weltner, Grabowski, 
Oettys, Todd, Ottiiiger, McGrath, Hansen, Annunzio, Rees, Widnall^ 
Fino, Mrs. Dwyer, Hftlperh, Harvey, Talcott, Cyawson,'ana Mize. 

The Chairman, fhe committee will please conie to order, 

Mr. Talcott ? 

.Mr. Talcoti, It is, certainly good to have an opportunity to inter- 
i^ogate wjtnessies. Since you and I are the only ones here, I appre- 
ciate this unusual opportunity. 

The Chairman. Undw the rules, too, we cpnduct hearings. 

Mr. Talcott. Will, I still be limited to 5 minutes? 

Tlie Chairman. Go ahead and proceed. 



STATEMEHTS OF HON. CLAUDE ^EPWai,, A EEPEESEHTAHYE HT 
CONGRESS FROM THE STATE OF FMRJDA; ARTHUR H. COUR- 
SHON, OH BEKAXF OF THE NATIONAL LEAGUE OF INSURED 
SAVINGS ASSOCIATIONS; GEORGE L. BLISS, PEESIDENT OF TEE 
COUNCIL OF MUTUAL SAYINGS iNSirTUTIONS, NEW TOSK, N.T.; 
1?TEF^N SLIFHER, LEGISLATIVE DIRECTOR, UNITED STATES 
SAVINGS & LOAJS LEAGUE; ACCOMPANIED BT T. 3ERT KING, 
WASHINGTON COUNSEL; AND HOLUS BUST, EXECUTIVE VICE 
PRESIDENT OF THE NATIONAL ASSOCIATION OP SUPERVISORS 
OF STATE BANES 

Mr. Pepper. Mr. Chairman, I introduced yesterday in the House an 
amended vereion of my bill, H.R. 17703. The Record Clerfe in the 
House promised me that the printed bill, 50 copies, would be here in 
your committee this morning at 9 ;30. 

Your staff, and mine,' too, have been after them, and I think they 
will be over here shortly, and your staff will distribute them at the 
appropriate time. The new number is H.R. 17900. ■ 

I would like just to hi(.ve 5; minutes to point out the difterencei 
between the two bills whenthff?' get here. ' . : ' -■ > 
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The Chairman. We will take that up later on. 

Mr. Pepper. Thank you. 

The Chairman. Of course, the Congressional Record did not come 
out until a few minutes ago, because of the late sessions last night. 
We will take it up later. 

Mr. Talcott? 

Mr. Talcott. Thank you ver? much, Mr. Cliairman. 

Many questions have been asked and answered already. I, too, wish 
to commend the witnesses for taking the time and having the interest 
in this legislation to come here and give us the benefit of their views. 

This is a very important phase of legislation — the obtaining of evi- 
dence, testimony, in committees. I think that when we do take full 
advantaffe of this opportunity, this procedure of Congress, we will 
achieve better lM;islation. 

Is it not true that if we increase the insurance on individual accounts 
from $10,000 to $15,000 or to $20,000 at this time that we are going 
to be advertising that the savings and loans — that the financial indus- 
try — are in serious trouble ? 

We are worried that $10,000 is not going to be enough to protect the 
savers. Rather than show confidence in the industry, are we not going 
to show a lack of confidence in the industry? 

Mr. Slipher. Well, I will just comment, in the past it has been in- 
creased twice, and the public seemed to think it represented an endorse- 
ment, 

Mr. Talcott. Do you think we have the same general financial, eco- 
nomic and monetary situation now that we had during the last two 
times this insurance was increased ? 

Mr. Slipher. One was in 1935 and one was in 1950. 

Mr. Talcott. Did we have general inflation and recession at the 
same time ? 

1935, 1 do not recall as well as some other people do. 

Did we have creeping, galloping inflation and recessions in the build- 
ing industry at the same time ? 

Mr. Sliphkr, I do not think they are comparable situations. 

Mr. Talcott. But, you still expect the same results ? 

Mr. Slipher. Just from the practical point of view, our people see 
customers come in and say, "I have about $20,000. I am going to put 
up $10,000 with you, and I will put up $10,000 in corporate braids, or 
something else." We iust know that from over the counter. 

If it were $20,000, tney would say "I will leave it all with you," 

There might be a few people who have read the financial press and 
they might say : "Congress is worried."' I think there is some validity 
to your point. I do not think it is major. 

Mr. Talcott. Is it not true that a person with more than $10,000 to 
save and who is taking advantage of the multiple accounts, opportu- 
nities that most people have, is (a) in the class of "sophisticated 
money," and (6) is going to put the balance of the $10,000 or $20,000 
where he can get the most interest, particularly with the interest rate 
ceilings that have been established ? 

Mr. Slipher. There is some of that, no question. You are not going 
to double the amount of it. All we are talking about is gett^lg 1 out 
of 10 or 20 people of these people who might add some money,, and 
there are some people, if just a fraction, who add. 
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Mr, CoURsiioN. The quesHon of the confidence of the public 13 in- 
volved in your question, not just a matter of how much more money 
will or will not go throuffh the associations. 

I do not think that the public's confidence in the savings and loans 
has been shaken by the actions necessarily in the savings and loans.- 

Some of the problems have been heightened by the speeches of the 
supervisor)^ people in support of this type of legislation — I think that 
the sophisticated saver uses exactly what you are talking about. Tie 
pamphlets are out that say you can save $70,000 insured— $10,000 in 
your wife's name, $10,000 you and your wife, and so on. 

So, the sophisticated saver, in my opinion, is already saving a lot 
more than $10,000 in savings and loans. The average balance of th« 
small saver is a lot less than $10,000 and, for the great majority of the 
people, this increase to $20,000 will have no effect whatsoever. 

They have not placed that kind of money in the savings and loans. 

Mr. T.\LcoTT. Is not this increase a sort of a cheap way out for the 
savings and loan industry when the^ should be advertising : "We have 
good management, high mtegrity", instead of, "Insured by an agency 
of the Federal Government" f 

Is that what you are relying on ? 

Mr. CocTtSHON. It may not only be a cheap way out in one sense, it 
may be the dearest way out in another, because that gives the under- 
writer a chance to say, "Be glad to take over." 

Mr. Talcott. Would the people representing the savings and loan 
Industry or banking industry object if we had an amendment prohibit- 
ing the advertising of the insurance outside of their building? 

Mr. CouRSHON. Outside of their building? 

I think they all will object to it. 

Mr. Talcott. Then this insurance is what they are relying on 
primarily ? 

Mr. CouRSHON. I think the savings and loans of this country rely, 
and properly so, on the fact that their accounts are insured by an 
instrumentality of the Federal Government. 

Mr. Talcott. Some States, in their State supervisory agency, are 
less able and less competent than some others. 

Would California be one of the incompetent State supervising 



The answer is "No" ? 

Mr. CouRSHON. Not only "No," but I think California has been 
pointed to by the Federal people as being an example of a State that' 
has proper State supervision, 

Mr. Talcott. Yet, we have had a pretty high proportion of the 
failures in California, but the failures are not only attributable to the 
supervisoiy agencies, are they ? 

Mr. CouKSHOJi, Kegulat ion is not going to Stop failures of a business, 

Mr. TAiLCOTT. Some have practically suggested that we could avoid 
failures if we had Federal a^nts in our associations. There was one 
case where, in a San Francisco bank, we had the Federal Reserve 
Board, FDIC, and the Comptroller's Office practically sleeping in th6 
San Francisco bank for months before it was closed. And in that 
gross irregularity, nothing was done about it by the Federal agencies, 
and many people lost a lot of money. But some political frien£ saved 
a lot of money. 



Digitized by Google 



152 FINANCIAL INSTITUTIONS 8UPEHVIS0HY AND INSURANCE ACTT 

Would we be inviting similar incidents with this proposed I^sla- 
tion thi-oughout the whole United States as well as CalifomiaT 

Mr. CoUKBiioN. I do not know that we are inviting it. We have 
to look to the record. 

I just want to very quickly find on what it was, sir, in my state- 
ment 

Mr. Talcott. All the Federal regulatory agencies and everything 
we had involved in that case did not prevent tlie bank from tailing 
and hurting a lot of innocent people. 

Mr. CouRSHoN. I would like to add another example. 

On page 9 of my testimony, we point out that the Federal Home 
Loan Bank Board in 1960 knew about the Illinois cases, and yet they 
did not bring any action until 1963. The action they bi-ought was the 
same action they could have brought in I960, to wit, the termination of 
the insurance. It is not just through tlie Comptroller or California. 

Mr. Talcott. In California, the difference was who your political 
friends were. This is a very bad situation and I do not want to permit 
it to spread further. 

Mr. Chairman, I appreciate your extending my time to 6 minutes. 

TheCHAiKMAN. I tmnk Mr. Clawson was next. 

Mr. Clawson. Thank you, Mr. Chairman. I suggest my time be 
used by one of our savings and loan people from Cidifomia, but I do 
not see him in the hearing room this morning. However, I do have a 
copy of his statement. 

The Chairman. Without objection, we will put the statement in the 
record at this point. 

You may identify him. 

Mr. Clawson, Mr. Tom Bane. 

The Chairman. His statement will be placed in the record at this 
point. 

(The statement of Mr. Bane follows :) 

Statement op Tom Bakb, Executive Vice Pbebiden.t, Council of Sa^inqs and 
Loan Financial Cobporationb 

Mr, ChaimiBD and roembera o( the Committee. I appear here today on behalf 
of the Council of Savings and Loan Financial Corporations. 

The Council Ih the most recently formed national trade asHodatlon in the 
savings and loiui industry. It was formally organized, in liHr> by a group of 
Bavings and loan esecutives that had previously met together on an infonnal 
basis to dlscuiis Industry [H'oblems. The Council has membership in ten atatea. 
Combined asHet« of our membership exceeds Hve billion dollars. 

The princii>al puri>Ose of the Coiuifil is to reiiresent the interests of savings and 
loan associations nrKH&lzed on a gnarantee stock basis. We connt among onr 
otijet-tires, h<)wever, the broader purpose of promoting sound growth In the 
savinga and loan Industry, so. that ttiis industry may be better able to fulQll Its 
primary function of facilitating h<Hne ownership among our expanding population. 

Our testimony today is limited to Title I of S. SiriS, and more specifically to 
section 102. the section dealing with federally insured savings and loan associa- 
tions. At the outset, let me make it clear that the Council mipporta the underlying 
premise of Title I of the bill, as stated to this Committee by the Chairman of the 
Federal Home Loan Bank Board on April 4. 1966. He said at that time concern' 
ing this bill that— 

Our underlying premise ... Is that there is definite need (or the provision 
of new and pffectlre intermediate r«nedie«, more limited in Impact and 
more readily employed. 

We fully subscribe to that statement. 
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CEABE-AND-DESIBT OmiBBS 

Title I of 8. 3158 propoBee that the Board wonld have the power to iBsue eeaae- 
and-desist orders after hearings for violations of law or regnlatloDB or for th« 
commission of unsafe or unsound practlcee. Chairman Horne described the pro- 
cedure for l'«uing such orders In tbe following language in his statement : 

Following notice and the holding 6f a full hearing on the record before 
an independent hearing examiner, an order could t>e Issued by the Board 
which would become effectire after 30 days. If, during that 30-day period, 
an aisoc^aClon wished to appeal to a coUrt of ai^teals. it could do so, and 
obtain Judicial terlew of the Board's action." 
We support the Board's request for the proposed cease-and-desist remedy. 
We belie* e that If the Board is granted these new powers It will be encouraged 
to resort to the new processes of law given it in this legislation rather than to 
rely on threats of revocation of Insurance in order to obtain the ends it believes 
desirable. Let me be clear. We do not challenge the moral intet;rlty of any 
member of the Board, or any jierson on Its staff. However, past Boards. have 
had constant re»)rt to threats and innuendoes, rather than to due process of law, 
in order to achieve their ends. These informal arm-twisting procedures have 
been rationalized on the ground that the only legal remedy available to the Board 
and its staff is the drastic one of instituting proceedinga to revoke insnrance. 
If the notmal cease-and-desist procedure requested Is granted to the Board, 
neither It nor its staff will have a valid excuse for falling to proceed formally 
in accordance with the law. In such proceedings we will be able to obtain 
Independent adjudication of our rights, and will no longer be put in the position 
of having to forfeit rights to avoid the initiation of insurance revocation pro- 
ceed inga. 

TEMFOBABT CEABE-AND-DF.SIST ORDERS 

Subsection ■107(f) of the proposed legislation would also give the Board power 
in its owu ndministratlve and unfettered discretion to issue "temporary" cease- 
and-desist orders without hearing. In Issuing such orders, the bill proposes that 
the Board act as prosecutor, Judge and jury, and the "saf^uards of the judicial 
process" are to be eliminated. 

We fully recognize that there may be exceptional cases where the Board must 
obtain rapid relief. We believe, however, that such relief should come from 
X'nited States district courts. We believe that if the Board feels It must obtain 
Immediate cease-and-desist orders without full hearing, it should be required 
to apply to the a|>proprlate United States district court for such an order. We 
sulimit that the district courts have shown the ability throughout their history to 
act promptly in issuing temporary restraining i>rders and preliminary Injunctions 
at the request of government agencies, as well as civil litigants. Indeed, when It 
comes to prompt action, the federal courts have usually shown the ability to 
move more swiftly than many of the administrative agencies. At the same time, 
we believe that history shows that the district courts are far more apt to protect 
private rights without sacrificing the public Interetit than most administrative 
agencies. If the Board cannot convince a federal court that an emergency exists 
then an emergency probably does not in all reality exist and the Board can 
resort to the regular cease-and-desist procedure. We propose that, where the 
Poard seeits temporary cease-and-desist orders, it be authorized by an ammdment 
to S. 31S8 to obtain them from federal district courts pursuant to safeguards 
analogoiis to those laid down in Rule 65 of the Federal Ruics of Civil Procedure, 
If you do not provide these safeguards, you miftht as well strike the provisions 
for the regular cease-and-desist provisions. The staff of the Board will rely 
wholly on the temiMirary and emereency type of order iiecause it will be easier 
for them and they can act as prosecutor, judge and jury without any interference. 



One feature of rthe bill that dltrturbs us la the repeated use of the words, "un- 
safe or unsound practice." A finding by the Board that such a practice has lieen 
or is about to be engaged in is sufficient l>asls for termination of insnrance or the 
Issuance of a cease-and-desist order. But what in an "unsafe or nnsonnd prac- 
tice."' The term Is not defined in the bill. We believe that some clearer standard 
should be spelled out in this legislation, for in the absence of such a standard the 
bill would simply facilitate ex post fario regulation. The Board could impose 
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,iiM <>( il"' iiIh'VI- Muuctluns U]>ou thf simple d^'lara-tlou tbat a practice prevlooHly 
iiiit rlipilli'iw'l "I" r"^Hicrlbe<i was In its view "unsafe or unaouDd." 

II in iiiili-wrlliy tbat tlie House Committee on Oovi^rDmeDt Operations made 
tMoriil Hilly tlilH wtuii- point in 1W(2 in itu inveatiKBtiou and study of tbe Board's 
.iillillli'H III Clrivlrt, Sew Mexioo, H. Rep. 2492, MTth Cong., 2d Sess. 3. I^e Com- 

Ilii'n-Hiil.l 

'■lltiHiifi'iirunHOund practices mnst not be tolerated." 

"Till' Fi-<l(-ral Home I^oan Bank Bnard, however, bas not issued definitive 
iiiilili-llm-M Tor tb'' ftHtioc-iationa. Instead, the Bank Board has allowed tbe 

liirti-t'ir III llM nivialou of Sapervlnion to make hie own determtna- 

iliiiiiH III eiii'h 4-aHe as to what euustitutes unsafe or unsound operations aiul 

Il liii» juTtnitled him to Interfere hnproperly in the maiu>fft:ment of the 

iiimiii-latliin'i." 

'Mill llintnl liaM amitle |H>wer ito promul)^te rules aud rejculatlons, and under 

I III- lilll II '-ail Ixsue cease-and -desist orders for rlolations of such rules and regn- 

liilliiiiii. Ill view of this we strongl.v believe tbat the power to Impose sanctions 

itiidi^r oiliiT clrcrumstances need not t>e so broad. We would propose that instead 

i,r (III- wiinls "unsafe or nnsound practk-e" there be sulwtitutt^ tbe words "ptac- 

M>K iliut iin>Hi'nts a clear aud present danger 'to the Corporation's interest as 

iii.iiii'i-r of aii-oUDtH." Admittedly, tbls standard is also somewhat vague, but 

Jln (iBf ivi.iild fiM-UM attention on the proper subjett of the Board's eoncem as to 

niHlc'liuriered Institutions — that Is. the interest of tbe Federal Savings and Loan 

liMiii'Miii-i-('or]xiration as insurer of ai 



Hiilii<i-<'lloii 4l)7(m) Krants the Board i>ower to examine "affiliates" of savings 
iiiiil I'Miii iiHMociiitions, hut provides that the eost of thei^e examinations shall be 
jiiilil liy I lie aKHix.'lation. We do not oppOHe a grant of |iower to examine affiliates, 
tiiili-i'd, we welcome the opportunity to give the Board the facts It desires about 
Hill i>|)i>rutloDK of affiliates of our saving.s and loan associatlonfl. In California, 
HiivliiKs anil loan financial corporations are already required, as a result of the 
pii^isiige in 1064 of a bill that we supported, to submit to extensive and detailed 
iikiiiiiltiiitions by the California Savings and Tjoan Commissioner. Results of 
I iiirAK <>xaniinations have been made available to the Board, and the eoK of these 
tttititiliialliHis in California are lK>rne by the general budget of the Savings and 
(•iiiiii < 'oiamissioner. 

llnwcviT, while we supiwrt tbe principle of full disclosure, we see no reason 
tiliv ibe <'<>Ht of these examinations fdiould be borne by the savings and loan 
■i.ixiH'liilioiiii. We believe ^the funds to c-ouduct these examinations should come 
iiitl lit I In- iiii[)r(ipriated funds of the Board, The power to conduct unnecessarily 
i;.Ii'IimIv'i- examinations at the association's expense, is the power to coerce or 
ili:.'lriir. I'blH 1h imrticulnrl.v true where the affiliate is not a savings and loan 
•i.i.HH-iiili'iii, and is thus engaged in endeavors beyond the Hcope of the Board's 
('.•in'illiii'. The Boanl could undertake to examine all of Sears Roelinck at the 
i'.t|ii-iihi- iif Allittute Savings and Txian. Bven examinations of lesser affiliates 
I iiiilil i'i-"iill. In substantial and iHis,sibly crippling cost to an association, Tbere- 
Imr t\i- II iw tliat an amendment be adu()ted which wonld strike the sentence in 
-I'.i Niiii iirriiii) providing that the cost at examining an affiliate shall be paid by 
ilii< .iiiuiiUH iLiul loan association with which It is affillaited. Sn(4) an amendment 
MKUliI iii'i 'Tily Insure that the threat of examinations would not be used as a 
.11.11 iir iiii-iiHiire, but it might well tend to diminish controversy as ito whether 
i'\iiminiiliiiiis Hc'iually conducted by the Board are. in fact, necessary. 



Vlilii'iiHli ibi'.v go iH'.vond tlie text of this bill, there are two «uggentlona the 
\ iniui II H iiiilil like to put before this Committee, We believe these suggestions 
U.k\|. .t illi'i'i'l ri'liiliotishipto the puriNMes of S. 31.'>8. 
■. ■<, ,■> (Ml i„Hunnirrof mtvnnfn tn $20,000.00 

Wt/^i, diMiblltig 1lie insurance of accounts makes esiieclally good sense in tbe 
ijV. (iM >>r I III' I'lirri'iit crisis in honiebullding. By Increasing the amount of pn>- 
.i.-.tii nffiirdrd Ibe individujil saver, by bolstering public confidence in onr saT- 
iti\ tu«iiUitliniN, jieojile will l>e encouraged to save more, thus Increasing tbe 
>K^dX ^4 uiiinry iiviiiliible to homeowners and bomehuilders. 
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It will bent^t everyone~f-the iudlvldual aaver. the bometiuyer. {be bome- 
buitder — and hurt nit one. It will cost the indlvidua.! Haver nothing. lit will 
cost th% OoTenuneut nothing. Premiums for the insurance are paid by the In- 
sured Institutions themselves. 

Moreover, the FDIC and the PSLIC are both well-equipped and flnancialij' able 
to handle this $20,000 insurance ceiling. 

Legislation haa already been adopted this aeseiou which may harm savings and 
loan associations. This is one proposal which will help them. The increase in 
funds for the F.N.M.A. will not help the savings and loan industry because it 
primajlly loans on conventional mortgages. In fact, tlie F.N.M.A. notes may well 
be pun^taased by funds withdrawn from savings accounts. 

The public's confldence In our financial Institutions will have a great bearing 
on the health of our economy. This one act of Congrese. will greatly strengthen 
that confldence. 



2. Mergertinpublioin 

Secondly, savings and loan associations are more interested in preventing de- 
faults than either the FHLBB or the FSLIC. Bad publicity coucerniUK one 
association or a default hurts ever; association everywhere in the United States. 
Federally chartered associations at present can merge with other a«»ociation8, 
bat a state chartered association cannot merge with another state chartered 
association if the latter is under a holding company form of organization. In 
some parts of the country the holding c^tmpany form is dominant. Removing 
them from the fleld of merging partners throws greater strain on ithe FSLIC and 
causes a greater hardship on an already troubled association. 

Give u« the same tools possessed by the federally chartered Institutions to 
protect our own public image and the tools to absorb any weak association. 
Such meigers can be subject to prior approval of the FHLBB and be restricted 
to "Mergers In the Public Interest." We caution, however, nsing the language 
"to prevent a default." This may be good clear legal language but It would 
be newspaper headline print for every merger that took place. Such language 
would only result in damaging the public image of every financial institution, 
including l>anks. It Is not logical to pass legislation to ease merger problems 
and write the legislation In such a way that will cause more problems, more 
default, and more sapervlsory mergers. 



In conclusion I wish to emphasize again that the Council wholeheartedly agrees 
with the underlying premise of this legislation. We believe that the formaliza- 
tion of sanction procedures will be of beneOt both to the Board and to the In- 
dustry. Good faith differences al>out the proper Interpretation of laws or regu- 
lations can be decided free from coercive effects. 

In granting the Board new powers, however. Congress should, we believe, be 
cautious not to create the possibility that the new sanctions will l)e used in 
the same manner aa the old. That is, the Board should be encouraged to report 
to the new procednres. not to threaten to resort to thein. We believe the changes 
we have suggested will avoid the possiWIity that tireats. rather than formal 
proceedings, will be the rale. 

We hope that you will adopt our amendments. Including the provl«lona for 
"Mergers in Pul)iic Interest" and doubling the insurance on accounts. If you 
do, the savings and loan industry and the public will be very grateful to you. 

Mr. Chainnan. attached to our statement Is a summary of our recommended 
amendments. 



1. Amend HUbse<'tion 407(f) to read; 

"(f) TKMPORARY RESTRAINING ORDKRR AND PRBLIMIXARY IN- 
.JUNCTIONS, — Whenever the Cor]>oration shall determine that the violation 
or threatened violation of law. rules, or regulations, or the practice or 
practices that present a clear and present danger to the Corporation's in- 
terest as insurer of accounts, specified in the notice of charges served upon 
the Institution pursuant to subsection <eKl| of this section, or the contin- 
uation thereof, could cause Insolvency or substantial dissipation of asaeti 
or earnings of the institution, or could otherwise seriously prejudice the 
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Interests of Its Insured niembera or of tbe Corporation, the Corporation maj 
apply to the United States district coart for the jndielal district in which 
the principal office of the Institution ie located for a temporary resralning 
order and preliminary iojunctioQ requiring the Inatltntlon to cease and 
desist from any such violation or practice. 8nch appllcathuiB shall be 
governed by the same rules as nre applicable to applications for temporary 
restraining orders and preliminary injunctions in civil actions In United 
States district courts. Including all mies relating to appeals from such 
orders and injanctlons. Any preliminary Injunction issued pursuaot to 
this sulisectlon oiay remain in effect until the completion of Uie adminis- 
trative proceedings pursuant to the notice of chafes nerved under subsection 
<e)ll) or until suc-h time as the Corporation shall dlnniss the charges 
specified in such notice, or. if a cease-and-desist order is issued against 
the Institution under subsection (e). until the effective date of any such 
orders, or until set aside by order of conrt. 

2. Substitute for the words "unsafe or unsound practice" the words "practice 
that present.i a clear and present danger to the Corporation's Interest as Insurer 
of accounts" at each place that such words appear in section 102. 

3. In section 407(m). strike the sentence reading "The cost of examination 
of such affiliates shall be assessed against and paid by the institution.** 

4. Increase tiie Insurance of Accounts to $20,000.00. 

5- Section *)R(cl of the National Housing Act. as amended, should be amended 
to read as follows (new language is undemcored.) ; 

"It shall be unlawful, vrecpt irficn the Corporotion gliall decide that imoA 
aeiiuixition U required In the public Interest, for anv company on or after 
the date of the enactment of this section— 

(1) to acquire tbe control of more than one Insured institution; or 

(2) to acquire the control of an Insured ln!»tltntlon when It holds the 
control of any irther Insured Institution." 

The Chairman. Any other questions from (uiy of the members^ 

Mr.Mize? 

Mr. MizE. I iindei-stand that one of these institutions failed in Kan- 
sas. Does anyone know about that one ? 

Mr. Sui'EiKR. I never heard of it, 

Mr.MizE. That is all. 

The CnAiRJiAN. Mr. Annunzio. 

Mr. Anxunzh), I want to ask Mr. Courshon: Are vou in favor of 
S. S1S8^ 

Mr. CorBsiiox, No, sir. 

Jfr. Annixzio, Are you in favor of H.E. 17703 ! 

Mr. ('(lURsiiox. Yes, but I think there are prrounds for modifical ion 
of it, and I do not know if vou were hei-e wlien Congressman Pepper 
came in this moniin^, but he put in, as I undei-stand it, a new bill 
which is a modification of H.R. 17703, bearing numl)er H,R. 17900 
which was to be here at !):30 tliis moniiiig from the Printing Office, 
and the cliainnnn has indicated that they are trving to get these copies 
to you. That would he the bill that we could supjwrt completely. 
The point of the bill is that we took the letter that was presented to 
this committe, signed by Mr. Home, that pointed out his objections to 
H.R. 17703, and tried to accommodate to those. 

Tlie Sraiator, who is much more an authority on the subject than I 
am, knows both sides of the problem, and H.R. 171)00, which is now in, 
is a bill we Iwlieve we could suppoi-t completely, and we believe that 
any reasonable supervisor coukl support it I)ecause it gives the Board 
the action they have Iwen asking for. 

Mr. Annuxzio. Getting back to S. 3158, would this legislation make 
the Federal Home Ix>an Bank Board a policeman, prosecutor, and 
^udge, in your opinion f 
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Mr. CouBSHON. And the jury. 
Mt.Annunzio. Andthejury? 
Mr. CouBSHON. Yes, sir. 

Mr. Annunzio. Thank you. No further questions, Mr. Chairman. 
Mr. Pepper. Would the gentleman allow an amplification of that 
answer? 

The basic difference, in our point of view, I would aay to the ^[entle- 
man, is whether or not the court should have the right of review of 
the facts. Mj amended bill provides tha,t a cease-and-desist order may 
be put into enect without a hearing if it wishes to do so, by the Board, 
But that then the aggrieved would have the right to go to a U.S. 
district court for the review; however, the court could not issue an 
injunction until at least for the 60 days that order would be in effect. 
Mr. MtJLTER. Would youyield at that point? 
Mr. Annunzio. Yes, I yield to the gentleman from New York. 
Mr. MuLTER. Does your proposal encompass the right of the court 
to retry the whole case ? 

Mr. Pepper. That is right. It gives the court the right to review 
the facts as well as the law involved. But it allows the Board to put 
into effect its cease-and-desist order or allows the Board to put a, super- 
visor in charge in case they want to take over the institution, and that 
supervisor-in-charge would be there at least 6 months, if they wanted 
to keep him there while a review of the matter in the ordinary way, 
including a review of the facts, was underway in the courts. 
That is the basic difference here. 

Mr. MuLTER. Let me ask you this : If this is a feasible comj>romise — 
and what I am doing now is thinking out loud — under existing law, 
if you go to court, the court will say : "We will look at the record and 
see if there is any evidence to support the findings of fact", and if 
there is, that is the end of,it. Your proposal is to have the court retry 
the whole case. Could we work out a compromise between the two 
so the case would be reviewed by the court with the right to either 
party, either the Board or the association, or the officers to submit any 
additional evidence they may desire to submit, and then let the court 
make a finding so you do not try the whole case all over again? 
Mr. Pepper. That is substantially covered in our bill. 
I am just thinking out loud here. I have not consulted with anybody 
else about it. 

One possible compromise between the two points of view, it seems to 
me might be that the Board would have the right to put an order into 
effect, or put a conservator in charge. But the aggrieved then might 
have the right of immediate review before the court of appeals on the 
record ma<&, provided the aggrieved had a right, like a defendant in 
court, to put whatever it had to say in the record made by the Federal 
Home Loan Bank Board and the whole record on the facts as well as 
the law might be reviewed by the court of appeals. 

Mr. MuLTER. It would avoid three trials. You have one before 
the Board, then you go to court — if you do not have a new trial — the 
court looks at the record, and finds that it disagrees with the record, 
and they may have to send it badi for new trial again. Why do not 
we skip that third step and let the court look at the record, take addi- 
tional testimony that either party may want to submit and make a 
determinatitmf 
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Mr.PEEPPER. That is what my bill proTidee. 

The Chairman. Would you yield on that point. I think it is im- 
portant to keep in mind that most of the agencies go to the appellate 
court. Now, with yours, you go to the district court t 

Mr. Pepper. Yes. 

The Chaibuan. It occurs to me that that would or could cause % 
delay of maybe years. If you have a trial de novo in a district court, 
you ]ust have no facilities for further administrative procedures. It 
is like a regular court of law, and all of these appeals, and everything, 
up to the Supreme Court take years and years in order to get a de- 
termination. I wonder if you would not agree that any appeal would 
be to the appellate court ! 

Mr. MuT-TER. And let that court take all the proof? 

Mr. Pepper. I would like Mr, Courshon to answer that. 

Let me say this: I think it is entirely possible that in a great ma- 
jority of cases, the decision of the district court might be accepted by 
both parties and that you would be relieved of the necessity^ but I 
would like Mr. Courshon to comment on your question if he will. 

Mr. Courshon. May I respond, Mr. Chairman and Congressman 
Multer, to your thinking out loud ? 

I would like to get back to the thrust of your question. 

Under H.K. 17^, it is entirely different than any agency's power — 
it will be broader than any agency's power, because we have to deal 
with the temporary order. 

In the temporary order that the Board brings, there has been no 
hearing; there has been no administrative procedure; there will be no 
duplication. They walk in and say "cease and desist from doing this." 

Under the proposed new bill, under H.B. 17900, that order must 
be obeyed. "Iiiere has never been a hearing. You then take that to 
the district court. As a condition for the district court hearing it, sir, 
you must be complying. You remove the power from the district 
court to upset that order for 60 days, and then Congressman Multer, 
to get to the question of duplication, because there has been compliance 
and the Government's will has been worked and the public's interests 
have been saf^uarded in the view of the Government, and because 
the court cannot overturn it for 60 days, by injunction or any other 
process, and because there must be compliance, the court then has the 
right to do one of two things : Order the Board to go on with its ad- 
mmistfative hearing and bring its case, which it has never done with 
a temporary order, or s^ the exact point that you have made : "Why 
have a duplication ? "We will hear it now. Because the institution 
or the individual is complying — is complying — and there has never 
been any hearing or any case, wp will take it as a trial de novo," 

No. 3. Under H.R. 17900, Congressman Multer, again to avoid 
duplication, w© have returned to the bill the power which is to have a 
supervisory representative in charge, on the Board's own finding of 
eimergency, to take over without notice. Again, there has been no hear- 
ing and no trial, so there is no duplication, and that man may stay 
in there under the present law 6 months, 12 months — and, if you 
think of bankruptcy, he has all the powers of a receiver, he is a 
trustee. Then, for it to become permanent, you would then have the 
hearing in court, or the hearing provided for under 5(d) (2). What we 
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have tried to do more tJian in any agency : There is no law, Chair- 
man Patman, that tells the Govemmeat the courts have to wort their 
will forever without even removing it. In the SEC law, they can 
delist a company, but the courts are not enjoined from working their 
will upon the SEC. We are enjoining in this bill the courts from wtwk- 
ing their will on the Federal Home Loan Bank Board. No agency 
has ever been granted, to my knowledge, that type of power, and we 
are preventing a duplication of hearings. But what we are saying 
to the Government is; "If you are working your will, if you are giv- 
ing a reasonable time to let the dust settle" — because we are talking 
about emergencies, cease-and-desist orders — 60 days is plenty of time 
to get your whole case in and get your facts in and let an impartial 
tribunal review the facts. 

The Chairman. I think we have discussed that pretty fully, do you 
not think? 

Mr.MuLTER. Justoneotherthing,Mr. Chairman. 

Under the Securities and Exchange Commission Act, when the SEC 
issues an order to delist, has the OMn^any a right to go to court and 
enjoin the delistinguntil the case is tried? 

Mr. CouBSHON. The company has the right to request injunctive 
relief, and there is no prohibition, to my knowledge, and I think there 
are ahle counsel available to this oommittee that are more of an au- 
thority on the SEC than I am. 

I have been involved in SEC cases and have seen the courts take 
the matters and hear them as a trial de novo, and upon hearing, order 
the SEC to relist the companies. 

Mr. MntTER. In your bill, if the order is issued, can I go to the 
court imd ask for an injunction against the cease-and-desist orders? 

Mr, CoDKSHON. And the injunction may not be granted for 60 
days. The court's teeth have been pulled. So, Mr. Home cannot 
tell this committee that the proposed bill, H.R. 17900, places him 
in a position where he cannot protect the interests of the country, 
"because in fact the court can delay the operation of its order." We 
are saying that no court can delay it, ana, furthermore, it stays for 
60 days. But as long as you have got what you want, why should 
not the rights of these people involvS have an opportunity for a full 
and fair hearing before an impartial tribunal ? 

Mrs. StJLiivAN. I have a question to ask Mr. Slipher, Mr. Chairman- 
Mr. Slipher, on the question of public hearings versus private hear- 
ings, the present emphasis in S. 3158 is on private hearings. I find 
this disturbing, because secret Government proceedings are an aliai 
doctrine in an open society such as ours. 

Now, when you deal with financial institutions, there may be times 
when it is in the public interest to have private hearings; for instance, 
to avoid an unnecessary run on an institution. But the emphasis in 
any law we enact should certainly be on the side of public hearings, 
rather than encouraging governmental secrecy. 

Mr. Courshon agreed that if this bill is enacted, that it should 
provide for public hearings except where the agency, after consider- 
ing the views of all the parties, determines the public interest would 
be Detter served l^ private hearings. 

I expect to offer such an amendment to this bill, which will provide 
for public hearings, but giving the agencies flexibility to conduct them 
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in private. Chairman Home has advised me he supporta it, and bo 
does the National League. 

What are the views of your organization, the U.S. League, Mr. 
Slipher! 

Mr. SuFHBR. We would certainly not object to that amotdmeat. 
The issue of public versus private hearings has not been big in onr 
minds. We certainly support that amendment. 

We recognize the desire of Congress to avoid these secret hearing 

Mrs. SmjJVAX. Thank you. 

Mr. Ck)int8HON. May I ask one question, insofar as your amraidmeoitt 

One thing about your amendment troubles me. 

Is it your intention that the Board would be the sole judge as to 
whether it would be a public or private hearing! 

For example, the Board may determine for its purposes, which may 
not be for the public interest, that it should be a private hearing, imd 
there may be an honest difference of opinion between the association 
and the Board as to whether it should be public or private. 

Will you consider the possibility, that if there is a difference of 
opinion between the Board and the institution involved as to whethra: 
/ it should be a public or private hearing before the local courts on that 
issue widi an immediate determination? Because: You underatajid 
the implicati(Hi } 

Mrs. Sullivan. Yes. 

Mr. CoTTRSHON. I have been troubled with my answer since I gave 
it. 

Mrs. SuLLivAK. Perhaps, a judicial review would help solve this dif- 
ference between the Government authority and the institution 
involved. 

Mr. CouBSHON. You understand the point I am making, and, aa I 
say, I have been troubled with the answer since I gave it. 

Mrs. Sullivan. You emphasized the other day that all of this is in 
the public interest, and it should be brought out. 

Mr. CouRSHON. That is my belief. 

Mrs. Sullivan. I think we have got to be aware of and protect 
a possible run on the institution before action could, proper actim 
could, be taken. What we are going to try to do is to amend the bill 
to protect the public interest, and yet the agency certainly will be act- 
ing in the interest of the public and should have enough information 
from the institution itself to know how to act. 

Mr. CocBSHON. I agree. I know that the public information law, 
which I believe becomes operative in 1967, the new public information 
law 

The Chairman. Passed, effective 1967. 

Mr. CotmsHON. I know the intuit of Congress is to continue fnun 
that act and past history, to have less star-chamber proceedings, and 
if I were to resolve this ijuestion, I would say that it should be resolved 
in favor of a public hearing. 

Mrs. Sullivan. Thank you. 

The Chairman. Mr.Beuss? . 

Mr. Reuss. Thank you, Mr. Chairman. 
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On this question of a trial de novo, as I read the bill before us, 
the proceedings in the U.S. circuit court of appeals on review shall 
be— and I am quoting from pajge 16, lines 6 and 7, of the Senate bill 
3158— "Keview of sudi proceedmgs shall be as provided in the Admin- 
istrative Procedure Act. 

Then, one goes to the Administrative Procedure Act of 1946, sec- 
tion 1009 (e) of the United States Code. It includes clause B (5) , which 
says that me orders of the Administrative Board shall be upheld 
unless they are "unsupported by substantial evidence." 

While it is not a trial de novo, it does permit the court to throw out 
an improvidently made administrative decision which lacks substantial 
evidence to support it. 

Would you fike to comment} I would like cmnment from any of 
you gentlemen, Senator Pepper, or any of you. 

Mr, Peppek. I would say to my able friend from Wisconan: The 
difference is this, as the gentleman pointed out : Under the Senate bill, 
before the court of appeals, the only thing to support the Board's 
action that the court would have to fmd would be that there was sub- 
stantial evidence. That is to say, any reasonable amount, relatively 
little evidence— if they had some evidence upon which they base their 
action. 

In our bill the right of review will give the court the right to review 
the weight of the evidence. They would examine the facts, aU of the 
facts, and determine whether the weight of the evidence was in favor 
or against the action of the Board. It is a question of the majority of 
the evidence, the weight of the evidence, as against a relativdy small 
amount. 

Mr. Reusb. I think the gentleman has very clearly delineated the 
difference — and, indeed, there is a difference. 

I would now like to ask this question under the Securities and Ex- 
change Act 

Mr. Pepper. Mr. Courshon would like to say something on that. 

Mr. CoTJBSHON. In the first place, sir, the Congress apparently is 
not satisfied with the Administrative Procedure Act, and the Senate 
has already passed its version of the amendment to the Administrative 
Procedure Act, moving away from the substantial evidence rule. 
Why? Because they have found that the courts do not, because of 
that reetriction, have the opportunity to get into the crux of the 
question of a man's ability. 

The substantial evidence rule is what brings about indictmoits. 
Weight of the evidence beyond reasonable doulS is what brings about 
convictions. With the substantial evidence rule, you have sufficient 
evidence to indict somebody, not convict them, and this coimtry is 
troubled with that. 

Under section 5(dj3, under the present law. Congressman, as it 
now exists, with the right to move in with the supervisory representa- 
tive in charge and take over our association, now, the law reads 
"weight of evidence." So, S. 3158 that is before you would take away 
existing rights that this industry now has and flies in the face of the 
Administrative Procedure Act review as it is now taking place by 
the American Bar Association and by the Senate and, hi^>efully, by 
the House. 
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(The followinj^ pertinent proTisitai contained in S. 1386, a Senate- 
passed bill refeired to the CcMnmittee on the Judiciary (Hi June 32, 
1966, and apparently referred to above by Mr, Courshon follows:) 

" (e) Scope of Retibw. — So far as necessary to decision, and where [»«aented, 
the revie^ng court shall decide all relevant qaeatlons of iaw, Intenvet constttn- 
tlonai and statutory provisions, and determine the meaning or apidtcabtltty of 
the terms of any agency action. It shall (A) compel agency action anlawfoUy 
withheld or unreasonably delayed; and (B) hold unlawfol and set a^de agencj 
action, findings, and coDclnBlona found to be (1) ait>ltrary, capridons, an abuae 
of discretion, or otherwise not in accordance with law; (2) contra.17 to con- 
stitutional right, power, privilege, or Immunity ; (3) in excess of statntorr Juris- 
diction, anthority, or limitations, or short of statutory light ; (4) wllhoilt obmx- 
vance of procedure required I>y law; (S) unsupported by siri>stantla1 evidence 
in any case subject to the requirements of sections 7 and 8 or othenrise rerlemed 
on the record of any agency hearing provided by statute; or <6) unwarranted 
by the facts to the extent that the facts are subject to trial de novo by the re- 
viewing court. In making the foregoing determinations the court dull review 
the whole record or such portions thereof as may be cited by any partr. and doe 
account shall be talien of the rule of prejudicial error." 

The Senate report, "Amending the Administrative Procedure Act," teiate 
BepoFt No. 1234 (accompanying S. 1338) on pages 8 and 23 clearly Indicates that 
8. 1336 (which has passed the Senate and has been referred to the HooM Oim- 
mlttee on the Judiciary) makes no change in the Administrative Procedure Act 
section concerning the scope of Judicial review. The precise language of die 
report Is as follows : 

"In the following pages the differences between the Mil and the exlHting act 
are noted and explained to the extent that the revision is Intended to work any 
change in the substance of the act . . ." 

••Seption 10 (e) . Soope of Bewieu).— The language of this subeectlon is tliat cC 
the present statute." ( pp. 8, 23. ) 

The Chairuan. M&y I make a suggestion, Mr. Reuss? 
Congressman Pepper wanted to explain his bill. He wanted d min- 
utes to do so. 

Mr. Pepfeh. S. 3158 specifies the following as grounds for oom- 
mencing cease-and-desist proceedings: 

(1) past, present, or reasonable expectation of future viola- 
tion of law, rule, regulation, charter, or other written conditicHi 
or written agreement with the Board ; 

{2) past, present, or reasonable espectation of future unsafe 
or unsound practice. 
Now, my new bill, H.R. 17900, simply specifies that there must be 
found a violation within the previous 2 years of either a law or a regu- 
lation. It gives something to review to the courts. 

Now, then, the other essential differences are the things that we 

have bwn discussing here a while ago 

Mr. Harvet. W^en you speak of regulations, are you talking of 
existing regulations or regulations to be enacted? 

Mr. Pbpfeb. Oh, yes; I mean existing regulations, an existing mlo 
or regulation of the Board. 

Mr. Habvet. At the time of enactment of this act here! 
Mr. pEprEH. In other words, the man would not be convicted; the 
ussociation would not be lield to have violated a regulation that did 
not exist. He would be held on the regulation that exists or the law 
ittat exists. 
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As Mr, Courshon pointed out a minute ago, in respect to cease-and- 
desist orders, the Board would have authority to put into effect a 
cease-and-desist order whenever it found an emergency or situation to 
justify it. 

For 60 days, the court would not have any right to interfere with 
that. 

So that the Federal Home Loan Bank Board or the Federal Eeserve 
Board in case of hanks, and so on, would have authority to go in 
abruptly without even any notice and protect the institution and pro- 
tect the public interest. 

But, at the end of 60 days, the court, under my bill, would have the 
light to review all the facts relative to this matter before the matter 
were made permanent, in the case of a cease-and-desist order, and it 
could issue an injunction or could set aside or modify the cease-and- 
desist order and the weight of the evidence rule would prevail instead 
of the substantial evidence rule, as in the Senate bill. 

In the case of the conservator, when the Federal Home Loan Bank 
Board of the Federal Reserve System found an institution that was 
in a precarious position, we have reinstated, which is not in the Senate 
bill, the supervisor in charge for taking care of an emergency situ- 
ation. So, they can move right in without notice and take over the 
institution and hold it in status quo, operate it as they thought it 
should be operated, but before they put a permanent conservator in, 
they would nave to have the authority of the court to do it. 

These are the main differences, and the third essential difference — 
my bill does not give the right to remove an officer of a bank or of an 
association, because we feel that that is a dangerous power to give a 
board in Washington, to have the right to judge what it considered 
dishonesty without any adjudication of law, if there has been such 
a fact, and pick out any officer or director in any bank or association 
i n the country and remove him. 

We feel that can be done adequately under existing authority. 

Mr, Chairmaji, I offer for the record a more detailed description of 
the differwices between the Senate bill and my amended bill, H.R. 
17900. Thank you, very much. 

The Chairman, That may be inserted at this point in the record. 

(The information referred to follows:) 



I have introdnced a clean bill dealing with the topic of supervisorj powers of 
Federal regalatory agencies in the savings and loan and baniting flelde. This 
bill will bear the sbort title of the Financial Institutions Supervisory Act of 
1966. I introduced a similar bill on this subject on September 13, 1966— H.R. 
17703— -concerning which I had the privilege of presenting testimony to the House 
Committee on Banking and Currency on Septeml>er 20. That bill was also seat 
by the committee to interested Federal agencies for comment. It is in the light 
of tbose comments as well aa some offered by my distinguished colleagues on 
the Committee on Banking and Currency and members of the savings and loan 
industry that I have decided to Introduce the clean bill I am now offering. 

Tbls new bill would confer on the Federal regulatory agencies in the financial 
institution field more intermediate power than would H.R. 17703. 

The major cliange in this respect is the introduction of authority for the 
regulatory agencies to issue temporary cease and desist orders in Instances 
where they determine that a violation of law or resalatlon will Jeopardize tlie 
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safety or soondiieBS of a financial Inetltntlon and tliat the more lengthy pro- 
eeedinga leading to a final cease and deslet order will not adequately protert 
the assets of the fn^tation. In snch an event, the blU wonld empower tbe 
agency to issue without an admlnistratlTe hearing a temporary order to cease 
and desist from the violation. The temporary order would take effect npon 
service and remain In effect until changed by the Federal agency or a court. 
To provide adequate safeguartls to the fnstitntion affected by such an order, 
the bill would afford it the choice of requesting the agency for a full administra- 
tive hearing or of petitioning a Federal district court within 10 days after serv- 
ice of the order for review of the temporary order, provided the institution Is 
complying with the order at the time it takes either course of action. The court 
would receive whatever record of proceedings eilsted at that time. T\w conrt 
woDld have Jurisdiction to determine issoes of law and fact and enter an ap- 
propriate Judgment concerning the order. In order to meet the Federal Home 
Loan Bank Board's objection that under present law, a court can quickly set 
aside an order Issued by the Board, the bill would prohibit the court from stay- 
ing the operation of the temporary cease and desist order during the flnrt 60 
days after the court receives the institution's petition for review If the case la 
not disposed of within that period. In fairness to both parties to sndi a ctm- 
troversy, the case would be given preferential status in the court in order to 
expedite Its settlement. 

I should note that the bill will leave with the court its usual preroKatlve to 
hand down a judgment appropriate to the circumstances. This may include an 
Injunction against further proceedings by the agency in the particular contro- 
versy Involved. It appears to me that this Is a fair division of anthority, be- 
cause It is the agency, not the institution or the court, that makes the dedeion to 
Issue a temporary cease-and-desist order. Once the agency has made that de- 
<4sl(m In the preemptory fashion permitted it seems only fair to afford tho 
institution involved opportunity to request further hearings before the agency 
or to transfer the controversy to the Federal court. In a rezular cease-and-desist 
proceeding leading to a. final cease-and-desist order following an adminIi>tr&tiTe 
hearing, the bill provides no recourse to the courts for the institution until -tttr 
service of the final cease-and-desist order. 

The other major change made in this bill compared with H.R. 17703 Is that 
deallns with appointment of coDservators and receivers. The Federal Home 
Loan Bank Board raised objection to that portion of H.R. 17703 that would 
require the Board to obtain a Federal district court order before appointing a 
conservator or receiver to take control of a Federal savings and loan assodatlon. 

Under present law, In an emergency the Board may appoint a supervisory 
representative In charge ex parte and without notice to the institution involved 
to take control of the Institution for a limited period as spedfied In the law. 
As passed by the Senate, S- SlBfi would abolish the post of anpervlaory repre- 
sentative in charee. In his place It would empower the Board to appoint a 
conservator or receiver ex parte and without notice to the Institution Involved, 
even In the absence of an emergency. The tenure of the conservator or receiver 
would be Iniieflnite. not limlteiJ by statute, as is the tenure of a supervisory 
renrespntatlve In charge. 

The bin I am Introducing would continue the procedure In Federal law fM 
the Board itself to apnoint a snoervlBorT reuresentatlve In charee ex parte aud 
without notice for a limited tenure, if the Board determtnea that an emergency 
exists that reauires Immediate action. 

Having provided this tool for the BoRrd's use In an emergency situation, the 
bill retains the requirement of H.R. 17703 that a more permanent conservator 
or receiver be sonolnted only after the Board has demonstrated to a Federal 
dlstrli't conrt that stntutory arounds for such appointment exist. As the Board 
Itself has noted, anpolntment of a conservator or receiver is a somewhat drsstio 
remedy and should be embarked unon only after deliberate considerations with 
enouE-h nrlma facie evidence to convince an imblased member of the Federal 
Judiciary that this drastic remedy is warranted. 

With Introduction of a procedure for Issuance of temtiorarv cease-and-desist 
orders, the bill dispenses with the procedure provided by H.R. 177'R that allowed 
an institution to apply to a Federal district court for an interlocutory Injunc- 
tion rpRtrainlng Board action any time following service of a notice of a cease- 
asd-destst proceeding. 

The new bill also clarifies the continued exclusion of managerial fonctloiu 
fri f operation of cease-and-desist orders by expressly pointing out that tWf 

« is IntKided to refer to managerial functtons as distinguished from 
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Ruperrlaory fuacCluiu. It la my nnderatandliig that the Board makee no claim 
to auy need for exercising management functions of a savings and loan asBoda- 
tloa Id order to dccomplish the purpoaea (tf S. 8158 through the Intermediate 
power tools the Board eeeka to obtain. Managerial functions ahould remain 
with management, where they belong in an Industry community oriented and 
0)ieraCed as a private enterprise serving a public purpose. The area of action- 
able concern ol the Federal regulatory agency should appropriately be limited to 
matters of supervisory functions. As has been noted In the past, the Board 
should act as the supervisor, not as the manager of the association. 

The Board repi'esenlg that S. 3168 "represents a conscleutlons effort to provide 
additional Intiirmedlute remedies to the supervisory agencies without sacrificing 
essential Judicial safeguards for the rights of the Institutions or of otlter persons 
concerned." I believe that the bill I am Introducing will meet this test laid 
down by the Board Insofar as any presently demonstrated need for such addi- 
tional intermediate remedies la concerned. 

My bill purposely omits provisions contained In S. 3158 that for the first time 
wonld empower the Board to suspend and remove officers, directors and certain 
other personnel of federally and State-chartered savings and loan associations. 
If the personnel involved Is inept, management of the association will handle 
the problem In the normal course of business activity. If the personnel In rare 
Instances is guilty of criminal offenses In connection with operation of the asso- 
ciation, there exists a whole body of criminal law with adequate sanctions to 
punish those convicted of such ofTenses in accordance with the traditional Anglo- 
Saxon due process safeguards. I have yet to be convinced that the Federal Home 
Loan Bank Board reqolres any authority as to personnel that It cannot exert with 
due application of powers it presently possesses. 

I believe that my bill will supply the Federal regulatory agencies in the finan- 
cial fitdd with the intermediate cease-and-desist powers they should have, while 
at the same time adequately safeguarding the rights of institutions and their 
personnti through opportunity for timely and adequate recourse to the Judiciary. 

Mr. Talcott. May I ask Senator Pepper a question ? 

Mr. Pbpfbr. One other thing our bill protects — as Mr. Buirt empha- 
sized yesterday — it protects the right of the State regulatory agencies 
to act, but provides if they do not act then the Federal authorities may 
act, but they are given the first opportunity to act with respect to the 
institution. 

Of course, that is subject to a court review. 

Mr. Talcott. Is your newest bill a composite or consensus of the 
views of all of you people ? 

Mr. Slither. No; it is not. 

Mr. Pepfeh. Generally, that represents the view of the Natitmal 
League and those who have been working with it, 

Mr. Talcott. Senator Pepper, how does your new bill affect the 
Federal agency if it decides to step in abruptly, like you suggested, 
preserving the status quo but knowing that some crook is involved in 
the savings and loan association, and prolon^ng the existence of the 
association until some favorite people can withdraw their money? 

How can we prevent something like that ? 

Mr. Pepper. I think, in the first place, all the Federal Home Loan 
Bank Board would have to do, if thej found the conduct of an officer 
that was detrimental to the institution, was to tell that board, send 
them a letter or send an agent down there to visit them, advise them, 
or call an emergency meeting of the board of directors and say, "If 
you do not remove this officer immediately, we will put a supervisor 
or agent in charge, and they can do it the next day — in the next 10 
minutes." 

Mr. Talcott. How do we control the situation where the Federal 
agency does not want to remove the croc&? It wants to permit the 
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crooks to stay in until some of the favorite investors get their mon^ 
out? 

Mr. Pepper. If you assume that the Federal agency does not want 
to serve the public interest, then the only protection is afforded by 
local authorities and by the stockholders and menAers of the board of 
the association in question. 

Mr. Talcott. Are you familiar with the San Francisco bank 
situation ? 

I am trying to give you an exact case of what happened. 

Mr, Pepper. The purpose of both these bills is to give authority to 
the Board, not to impose duties. They are the ones who liave to deter- 
mine what the facts are: whether it wants them to act. 

Mr. CouRSHON. May I amplify the Senator's answer? 

In the Senator's billsj H.R. 17703 and H.R. 17900, there is proposed 
for the first time sanctions that involve dishonest people in the Gov- 
ernment. That is not in this bill, Mr. Home's bill. 

The Chairman. We had agreed to go into executive session, but 
Mr. Rees, you go ahead. 

Mr. Sees. I wanted to ask a few questions on the House bill offered 
by Mr. Pepper. 

Mr. Courshon, may I ask a few questions? 

Does H.R. 17703 give the Home Loan Bank Board any more power 
than already exists? 

Mr. COTJHSHON. Yes, it gives the cease-and-desist order power. But 
H.K. 17900 does a better iob. 

Mr. BrEES. Do you take away the existing powers that the Home 
Loan Bank Board has at the present time ? 

Mr, CouitSHoN. It depends on who you ask. I have read with 
interest Chairman Home's letter saying it does take it away, and in 
trying to meet that I believe Senator Pepper has abandoned H.R. 
17703 and reintroduced H.R. 17900, and H.R, 17900 does not take 
aw^ one power. 

Mr. Rees. What it does is add the power of issuing cease-and-desist 
orders! 

Mr. CoussHON. Yes. 

Mr. Rees. But the Board does not have it at the present time? 

Mr. CoDBSHON. It also restates the right to put a supervisory repre- 
sentative in charge. It goes further than the Board asks, sir, because 
it stays Federal court interference with those orders for 60 days. Evwi 
the Board, in its own bill, said "within 10 days," on a temporary cease- 
and-desist order, you go in for an injunction. We moved back from 
that position to give them more power than they asked for, as long as, 
in exchange for that, they can be found to be wrong if they are wrong. 

Mr. Bees, Do you increase their power in terms of appointing a 
conservator? 

Mr, CouRBHON. Yes, sir, because what we have done is we have 
brought back into H,R. 17900 the right, without notice, fo put a super- 
visory representative in charge upon the finding of an emergency. 

Mr. B,E£8. I had other questions, Mr, Chairman, but in view of the 
hour I will yield my time. 

The Chairman, Thank you. We will go into executive session 

Mr, MuLTER. Before you release these witnesses, I would like to 

have t n snpply for the record as soon as possible — and also I would 

jUTe Mr. Home supply for the record as soon as possible — ^the 
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number of employees, officers, directors, and counsel of the Home Loan 
Bank Board who, in the last 2 years have taken employment with 
savings and loan associations, eitner as officers, directors, employeee, 
counse], or as a^«nta or brokers. 

Also, I woukl like to have supplied for the record if we can get it, 
as soon as possible, the number of persons so connected with the Gov- 
ernment institutions, the Home Loan Bank Board or the home loan 
banks in an^ of those capacities who have indicated they will shortly 
become available to the savings and loan associations in any capacity 
whatsoever. 

(The following information was submitted for the record:) 
FsDEaiAi. HouE Loan Bank Board, 
Wathtnffton, B.C.. BeptemDer SB. 1066. 
Hon. Wright Patmak, 

Chairman, Eoute BanJcing and Curretwi/ Committee, 
Soute Offlce Building, WagMngton, B.C. 

Bear Chairman Patuan : At the conclUHlon of the taeariog on Thursday, 
September 22. 1966, on 8. 3158, Congreasman Multer reqnested the Board to 
sapplf for the reojrd aa soon as i>osslble "the number of employees, offlcere, 
directors, and counsel of the Home Loan Bank Board who, In the last two years 
have taken employment with Bavinga and loan associations, either as officers, 
directors, employeea, counsel, or as agents or brokers" and "the number of persons 
BO connected with the Oovernment Institutions, the Home Loan Bank Board or 
the Home Loan Banks in any of those capacities who have Indicated they will 
aliortly become available to the savings and ioan associations in any capacity 
whataoever" (the quotations are from the unrevlsed transcript of the hearing). 

Information aa to the actlvltlea (tf persons after they leave the employment 
of the Board or a Bank Is not readily available. We are making Inquiry of each 
of the Banks and of the various ofDces within the Board, and will furnish this 
Information to the Committee as soon as It can be compiled. 

With kind regards. I am 
Sincerely yours, 

HlOHAEL OBBIiHEKAUU, 

Anting Chairman. 

Mr. Clawson. Mr. Chairman! 

The Chairhan. Mr. Clawson. 

Mr. Clawson. Before we dismiss them, is this procedure now going 
to close all the hearing ? 

The Chairman. We are just going to go into executive session to 
determine what we are going to do, whether we should have more hear- 
ings, when, and what action we should take. 

We are trying to determine that today ; otherwise, we are apt to have 
a session tomorrow, Friday, and it is a very difficult time. This is the 
reason we agreed with Mr. Widnall and other members we talked to, 
to have this executive session to And out what the situation is and to 
determine our future course. 

Mr. Clawson. Mr. Bane has come in the liearing room since I made 
mystatement. 

The Chairman. We have his statement in the record. 

Mr. Clawson. He would like to amplify that statem^t sometime 
in the future, if possible. 

The Chairman. Let us have the room. 

We thank the witnesses. 

(Whereupon, at 10:46 a.m., the committee proceeded into executive 
session; to reconvene subject to the call of the Chair.) 

(The Committee on Banking and Currency, in executive session, 
ordered H.R. 17899 reported to the House, with amendments, 
SeptenUwr 22, 1966. The bill, H.R. 17899, as reported, follows:) 
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Union Calendar No. 920 

BOTH CONGRESS «J ^y 1 '70AA 
[Report No. 2077] 



IN THE HOUSE OF REPRESENTATIVES 

Skitfhbbb 21, IMe 
Mr. Patm.\n inlrotluceU the following bill ; nliich was referred to tlie Com- 
mittee on Bonking and Currency 

SErn;Mii>at 24, 1966 

Reported with amendments, committed to the Oonunittee of the Whole Hoose 

on the Stnte of the Union, and ordered to be printed 

[Omit tbe part Btrucli tlirangb and liuert tbe p«rt printed In Italic] 



A BILL 

To strciigUicn tlie rcgnlntory and siipcrvisoiy milJiarity o( 
Vv.(hrtt\ ngcnfics over insiivcd bniiks and insured savings 
nnd loan asRociatioiis, to incrcnsc tlic maximum nmunnt of 
insured ncconnts or deposits to |15,000, and for other 
purposes. 

1 Be it enacted by the Senate and House of Representa- 

2 (ires of the Uniied States of America in Congress assembled, 

3 That this Act may be cited as the "Pinandal Institutions 

4 Supervisory Act of 1966". 
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1 TITLE I— PROVISIONS RELATING TO THE FED- 

2 ERAL HOME LOAN BANK BOARD AND THE 

3 FEDERAL SAVINGS AND LOAN INSURANCE 

4 CORPORATION 

5 Bbo. 101. Subsection (d) of section 5 of the Home 

6 Ownen' Loan Act of 1933 (12 U.8.0. 1464 (d) ) is hereby 

7 amended to read as follows: 

8 " (d) (1) The Board shall have power to enforce this 

9 section and rules and regulations made heremider. In the 
10 enforcement of any proviuon of this section or rules and 
U regulations made hereunder, or any other kw or regulation, 

12 or in any other action, suit, or proceeding to which it is a 

13 party or in which it is interested, and in the administration of 

14 conservatoi^ps and receiverships, the Board is authorized to 

15 act in its own name and through its own attomej^. Except 

16 as otherwise provided herein, the Board shall be subject to 
^"^ suit (otlier than suits on cliunis for money damages) by any 
IB Federal savings and loan association or director or officer 
19 thereof with respect to any matter under this section or any 
^ other applicable law, or rules or regulations thereunder, in 
^^ tile United States district court for the judicial district in 
^ which the home office of the association is located, or in 
^ the United States District Court for the District of Columbia, 
^ and the Board may be served with process in ihe manner 
^ presmbed by tlio Federal Rules of Civil Procedure. 
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1 "(2) (A) If, in the opinion of the Board, an t 

2 tioD is violating or Iihs violated, or the Board has reasonable 

3 cause to believe that the association is about to violate, a law, 

4 rule, rf^ulation, or charter or other condition imposed in 

5 writing by the Board or written agreement entered into 

6 with the Board, or Ir engaging or has engaged, or tbe Board 

7 has reasonable cause to believe that the association is abont 

8 to engage, in an unsafe or unsound practice, tiie Board 

9 may ifisue and serve upon the association a notice of duu^es 

10 in respect thereof. The notice shall contain a statement 

11 of the facta constituting the alleged violation or violations 

12 or the unsafe or unsound practice or practices, and shall 

13 fix a time and place at which a hearing will be held to 

14 determine whpther nn order to cease and desist therefrom 

15 should issne agninst the association. Such hearing shall be 
Ifi fixed for a date not earlier than thirty days nor later than 

17 sixty days after service of such notice unless an earlier or a 

18 later dnte is set by the Board at the request of the association. 

19 Unless the assoi-intion shall appear at the hearing by a duly 
^ authorized reprcscutative, it shall be deemed to have con- 

21 sented to the issuance of the cease-and-desist order. In the 

22 event of such consent, or If upon the record made at any such 
^t hearing the Board sliall find that any violation or unsafe or 
^ unsound practice specified iu the notice of charges has been 
^ established, the Bonrd may issue and serve upon the a 
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1 tioD an order to cease and desist from any such violatioD or 

2 practice. Such order may, by provisions which may be man- 

3 dntory or otherwise, require the assodation and its directors, 

4 officers, employees, and agents to cease and desist from the 

5 same, and, further, to take affirmative action to correct the 

6 conditions resulting from any such violntion or practice. 

7 " (B) A cease-and-desist order shall become effective 

8 at the expiration of thirty days after service of such order 

9 upon the association concerned (except in the case of a 
10 cease-and-desist order issued upon consent, which shall be- 
ll come effective at the time specified therein), and shall 

12 remain effective and enforceable, except to such extent as 

13 it is stayed, mocUfied, terminate, or set aside by action of 

14 the Board or a reviewing court. 

15 "(3) (A) Whenever the Boai'd shall determine that 

16 tlie violation or tiireatened violation or tiie unsafe or unsound 

17 practice or practices, specified in the notice of charges served 

18 upon tiie association pursuoJit to paragraph (2) (A) of this 

19 subsection, or the continuation thereof, is likely to cause insol- 

20 vency (as defined in paragraph (6) (A) (i) ol this subsec- 

21 tioo) or substantial dissipation of assets or earnings of the 

22 nssociiition, or is likely to otlnu-wisc seriously prejudice the 

23 interests erf its savings account holders, the Board may issue 

24 a temporary order requiring the association to cease and 
^ desist from any such violation or prnctico. Suc^ order slnQ 
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1 become effective upon service upon t^e assodation and, tmless 

2 set afflde, limited, or suspended by a court in proceedings 

3 authorized by subparagraph (B) of this p&ragnph, ^^haU 

4 remain effective and enforceable pentUng the completion of 

5 the administrative proceedings pursuant to sudi notioe and 

6 until sudi time as the Board shall dismiss the chargeB specn- 

7 fled m such notice or, if a cease-and-desist order is issued 

8 against the association, until the effective date of any such 

9 order. 

10 "(B) Within ten days after the association oonoeined 

11 has been served with a temporary cease-and-desist order, the 

12 association may apply to the United States district court for 

13 the judicial district in which the home office of the associa- 

14 tion is located, or the United States District Court for the 

15 District of Columbia, for an injunction setting aside, limitii^, 

16 or suspending the enforcement, operation, or effectiveness 

17 of such order pending the completion of tbe administiBdve 

18 proceedings pursuant to the notice of charges served apcm 

19 the association under paragraph (2) (A) of this subsection, 
^ and sudi court shall have jurisdiction to issue such injnnction. 

21 " (G) In the case of violation or threatened violation of, 

22 or fwlure to obey, a temporary cease-and-desist order, the 

23 Board may apply to the United States district court, or the 

24 United States court of any territory, within the jurisdiction 

25 of which the home office of tlie nssoriiition is located, for an 
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1 mjunction to enforoe inoh order, and, if the court shall de- 

2 temune that there has beeo such violation or threatened 

3 violation or failure to obey, it shall be the duty of the court 

4 to issne moh injuiiation. 

5 "(4) (A) Whenever, in the opinion of the Board, any 

6 dire(^r or officer of an association has committed uiy violar 

7 tioD of law, role, or regulation, or of a cease-and-desist order 

8 irtuch has beoome final, or has engaged ot participated in 

9 any misafe or unsound practice in connection with the as- 

10 aodation, or has committed' or engaged in any act, otniBsion, 

11 or praotioe which constitntes a breach of his Mucmry duty 

12 as SDoh duvotor or officer, and the Board detennines that the 

13 association has suffered or will probably suffer substantial 

14 finanraal loss or other damage or that the interests of its 

15 savings account holders could be seriously prejudiced by rea- 

16 son of such violation or practice or breach of fidudary doty. 

17 and that such viohttion or practice or breach of fidndai}' 

18 duty is one involving personal dishonesty on the part of such 

19 director or officer, the Board may serve upon such director 

20 or officer a written notice of its intention to remove him from 

21 office. 

22 "(B) Whenever, in the opinion of the Boajrd, any 

23 director or officer of an aasodation, by oondact or practice 

24 vFith respect to another savings and loan association or other 

25 business institution which resulted in substantial fimunaal 
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1 loss or odier damage, has evidenced his personal dishonesty 

2 and unfitness to continue as a director or officer, and, wfaen- 

3 ever, in the opinion of the Board, any other person par- 

4 ticipating in the conduct of the affairs of an assocuation, by 

5 conduct or practice with respect to such association or other 

6 savings and loan association or other business iostitation 

7 which resulted in substantial financial loss or other damage, 

8 has evidenced his personal dishonesty and imfitness to par- 

9 ticipate in the conduct of the affairs of such association 

10 the Board may serve upon such director, officer, or other 

11 person a written notice of its intention to remove him from 

12 office and/or to prohibit his further partidpatioD in any 

13 manner in the conduct of the affwrs of such assodation. 

14 " (C) In respect to any director or officer of an assoda- 

15 tion or any other person referred to in subparagraph (A) or 

16 (B) of this paragraph, the Board may, if it deems it neces- 

17 sary for the protection of the association or the interests of 

18 its savings account holders, by written notice to such effect 

19 served upon such director, officer, or other person, suspend 

20 him from office and/or prohibit him from further paxtidpar- 

21 tion in any manner in the conduct of the affairs of the asso- 

22 ciation. Such suspension and/or prohibition shall become 
'Si effective upon service of sudi notice and, unless stayed by a 
24 cwurt in proceedings authorized by subparagraph (E) of this 
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1 paragrapb, shall remain in effect pending the oomplelion of 

2 the administraUTe proceedings pursuant to the notice served 

3 nnder sabparagraph (A) or (B) of this paragraph and until 

4 guch time as the Board shall dismiss the charges specified in 

5 giich notice, or, if an order of removal and/or prohibition is 

6 issued against the director or officer or other person, until 

7 the effective date of any such order. Copies of any such 

8 notice shali also be served upon the assodation of which he 

9 is a director or officer or in the conduct of whose affairs he 

10 has parlidpated. 

11 " (D) A notice of intention to remove a director, officer, 

12 or other person from office and/or to prohibit his participa- 

13 tion in the conduct of the affairs of an assoaation, shall oon- 

14 tain a statement of the facts constituting gronnds therefor, and 

15 shall fix a time and place at wlii(^ a hearing will be held 

16 thereon. Sudi hearing shall be fixed for a date not eorfier 

17 than thirty days nor later than axty days after the date of 

18 service of such notice, unless an earlier or a later date is set 

19 by the Board at the request of (1) such director, officer, or 

20 other person, and for good cause shown, or (ii) the Attorney 

21 General of the United States. Unless such director, officer, or 

22 other person shall appear at the hearing m person or by a 

23 duly authorized representative, he shall be deemed to have 

24 consented to the issuance of an order of such removal and/or 

25 prohibition. In the event of such consent, or it upon the 
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1 record made at any such hearing the Board Ehall find that 

2 any of the grounds specified in such noEJoe has been estab- 

3 lished, tlio Board may issue such orders of suspension or 

4 removal from office, and/or prohibition from partidpation in 

5 tbc conduct of the affairs of the association, as it may deem 

6 nppropriiito. Any such order sliall l)ecome effective at the 
^ expiration of thirty days after service upon sudi assodation 

8 and the director, officer, or other person oonoemed (except 

9 in the case of an order issued upon ctmsent, -which shall be- 

10 come effective at the time specified therein) . Such order 

11 shall remain effective and enforceable except to such extent 

12 as it is stayed, modified, terminated, or set aside by action of 

13 tlie Board or a reviewing court. 

14 " (E) Within ten days after any director, officer, or other 

15 person has been suspended from office and/or prohibited from 
IC participation in the conduct of the affairs of an association 

17 under subparagraph (C) of this paragraph, such director, 

18 officer, or other person may apply to the United States 

19 district court for the judicial district in which the home office 

20 of the association is located, or the United States District 

21 Court for the District of Columbia, for a stay of such suspen- 

22 »on and/or prohibition pending the completion of the ad- 
2S ministrative proceedings pursuant to the notice served upon 
34 tttcfa Erector, officer, or other person under subparagraph 
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1 (A) or (B) of this para^Taph, and such court shall have 

2 jurisdiction to stay such suspension and/or prohibiticm. 

3 " (5) (A) Whenever any director or officer of an asso- 

4 dation, or other person partioipating in the conduct of the 

5 affairs of aich association, is chai^d in any information, 

6 indictment, or complaint authorized by a United States 

7 Attorney, mth the commission of or participation in a 

8 felony involving dishonesty or breach of trust, the Board 

9 may, by written notioe served upon such director, officer, or 

10 other person, suspend him from office and/or prohibit hiui 

11 from fur^er parUdpatton in any manner in the conduct of 

12 the afhirs of the associatjon. A copy of such notice shall 

13 also be served upon the association. Such suspension and/or 

14 prohibition shall remain in effect until such information 

15 indictment, or complaint is finally disposed of or until termi- 

16 nated by the Board. In the event that a judgment of con- 

17 viction with respect to such offense is entered against such di- 

18 rector, officer, or other person, and at such dme as such judg- 
18 ment is not subject to further appellate review, the Board may 

20 issue and eene np(m such director, officer, or other person an 

21 order removing him from office and/or prohibiting him from 

22 further participation in any manner in the conduct of the 

23 affairs of die assodation except with the consent of the Board. 

24 A copy of such order shaJt be served npon such assodation, 

25 whereupon such director or officer diall cease .to be s director 
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1 or officer of such association. A fining of not guilty or otfrar 

2 disposilioii of the ch&rge shall not predude the Board from 

3 tliereafter instituting proceedings to remove such director, 

4 oflQoer, or other person from office and/or to prohibit further 

5 participation in association affairs, purstiant to sobparar 

6 graph (A) or (B) of paragraph (4) of this subsection. 

7 " (B) If at any time, because of the saspension of one 

8 or more directors pursuant to this subsection (d) , there shall 

9 be on the board of du*ectors of an assotnation less than a 

10 quorum of directors not so suspended, all powers and fono- 

11 tlons vested in or exercisable by such board shall vest in 

12 and be exercisable by tlie director or directors on the board 

13 and not so suspended, until such time as there shall be a 
1'^ quorum of the l)oard of directors. In the event all of the 
15 directors of an association are suspended pursuant to this 
^^ subsection (d) , the Board sliall appoint persons to serre 
1'^ temporarily as directors in their place and etead pending 
1^ the tcimination of such suspensions, or until such time as 
^^ tliose whi) have been suspended cease to be directors of the 
20 association and their respective successors take office. 

^^ " (f>) (A) The grounds for the appointment of a aai- 

^ servator or receiver for an association shall be one or more 

2'* of the following: {i) insolvency in that the assets of the 

^^ association are less than its obligations to its creators and 

'^ others, including its members; (ii) substantial dissipatioii 
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1 of assets or earnings due to nny violfltion or viulntions of Iaw, 

2 rules, or regulations, or to any unsafe or unsound practice 

3 or practices; (iii) an unsafe or unsound condition to ti^ansact 

4 business; (iv) willful violation of a oease-nnd-dosist order 

5 which has become final; (v) concealment of books, papers, 

6 records, or assets of the association or refusal to submit 

7 books, papers, records, or afTnirs of the association for in- 

8 spection to any examiner or to nny lau-ful agent of the 

9 Board. The Board shall have exclusive power and jurts- 

10 diction to appoint a conservator or receiver. If, in the 

11 opinion of the Board, a ground for tlie appointment of a 

12 conservator or receiver ns liereiii provided exists, tlie Board 

13 is authorized to appoint ex parte and without notice a con- 

14 servator or receiver for the association. In the event of 

15 such appointment, the association may, witliin thirty days 

16 thereafter, bring an action in the United States distriot 

17 court for the judicial district in which the home office of such 

18 association is located, or in the United States District Court 

19 for the District of Columbia, for an order requiring the 

20 Board to remove such conservator or receiver, and the court 

21 shaJl upon the merits dismiss such action or direct the Board 

22 to remove such conservator or receiver. Sudi proceedings 

23 shall be pven precedence over -other cases pending in such 

24 courts, and shall be in every way expedited. Upon the 

25 oommenoement of such an tad<m, the court having juiudio* 
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1 tion of any other action or proceeding authorized under this 

2 subsection to which the association is a party shall stay 

3 Buch notion or proceeding during the pendency of the action 

4 for removal of the conservator or receiver. 

5 "(B) In addition to the foregoing proviaons, the Board 

6 niiiy, without any requirement of notice, hearing, or other 

7 action, appoint a conservator or receiver for an assooialion 

8 ill tlic event tlint (i) the nssocintion, liy I'esohition (rf its 

9 hoard of directors or of its members, consents to such ap- 

10 pointment, or (ii) the assodatlon is removed from member- 

11 ship in any Federal homo loan bank, or its status as an in- 

12 stitution the accounts of which are insured by &.e Federal 

13 Savings and Loan Insurance Corporation is terminated. 

14 " (0) Except as othermse provided in this subsection, 

15 no com-t may take any action for or toward the removal of 

16 any conservator or receiver, or, except at tiie instance of the 

17 Board, restrain or affect the exercise of powers or functions 

18 of a conservator or receiver. 

19 " (D) A conservator shall have all tlie powers of the 

20 nioml>crs, the directors, and the officers of the association 

21 and shall lip niithoriKcd to operate the association in its own 

22 name or to conserve its assets in flie manner and to the ex- 

23 tent nuthorized by the Boanl. The Board shall appoint only 

24 the Federal Savings and Loan Insiimnoe Corpomfion as re- 

25 celver for an association, and said Corporation shall hare 
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1 pover to buy at ite own saJe as receiver, mbject to (^proval 

2 by tbe Board. The Board may, without auy re(]iiireincnt of 

3 notice, hearing, or other action, replace a conservator mth 

4 another conservator or with a receiver, bat any such replace- 

5 ment sbaJl not affect any right whidi tiie association may 

6 have to obtain jndidal review of the ori^nal appointment, 

7 except that any removal under this paragraph (6) shall be 

8 removal of the conservator or receiver in oflBce at the time 
8 of such removal. 

10 " (7) (A) Any hearing provided for in this subsection 

11 (d) shall be held in the Federal judidal district or in tbe 

12 territory in which the home office of the association is located 

13 unless the party afforded the hearing consents to another 

14 phioe, and shall be conducted in accordance with the pro- 

18 5 of title 5 of the United States Code. Such hearing shall 

19 be public, unless the Board, m its discretion, after con,' 

20 sidering the views of the party afforded the hearing, de- 

21 lermines that a private hearing would be in the public 

22 interest. After such hearing, and within ninety days after 

23 the Board has notified the pailies thait the case has been sab- 

24 mitted to it for final dedsion, the Board shall render its 
^ decision (which shall include findings of fact upon whidi its 
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1 decision is predicated) and shall issue and cause to be served 

2 upon each party to the proceeding an order or orders con- 

3 sistcnt with tlie provisions of this subsection. JucUcial re- 

4 view of any siii'h ordei' sliall be exclusively as provided in 

5 this pnragifipli (7) . ITnlcPS a petition for review is (imely 

6 filed ill a court of npiwnis of the United States, as hereinafter 

7 provided in subparagraph (B) of this para^ph, and there- 

8 after until the record in the proceeding has been filed as so 

9 provided, the Board may at any time, upon such nodce and 

10 in such manner as it shall deem proper, modify, terminate, 

11 or set aside any such order. Upon such fihng of the record, 

12 the Board may modify, terminate, or set aside any such 

13 order with permission of the court. 

14 "(B) Any party to the proceeding, or any person 

15 required by an order issued under this subsection to cease 

16 and desist from any of the violations or practices stated 

17 therein, may obtain a review of any order served pursuant 

18 to subparagraph (A) of this paragraph (other than an order 

19 issued with tlic consent of the association or the director or 

20 officer or other person concerned, or an order issued mider 

21 paragraph (5) (A) of this subsection), by filing in tlie 

22 court of appeals of the United States for the circuit in which 

23 the home office of the association is located, or in the United 
34 States Court of Appeals for the District of CJolumbia CSrcoit, 
25 within thirty days after the date of service of such order, ft 
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1 written petition praying that tlie order of Ae Board be mod- 

2 ified, terminated, or set aside, A copy of such petition shall 

3 be forthwith tranemitted by the clerk of the court to the 

4 Board, and thereupon the Board shall file in the court the 

5 record in the proceeding, as provided in section 2112 of 
3 title 28 of the United States Code. Upon the filing of such 
7 petition, such court shall have jurisdiction, whidi upon the 
S filing of the record shall except as provided in the last 
d -sentence of said subparagraph (A) be exclusive, to affirm, 

^0 modify, terminate, or set aside, in whole or in part, the 

11 order of the Board. Eeview of such proceedings shall be 

1^ had as provided in die Adni i ni i rtF i it ive Pfow i I h h ^ -AH chapter 

1-* 7 of title r> of the Vvited Stifles CwJe, except that in cases 

1* referred to in section 70(i{2) (E) of Ihnl titli; the covrt shall, 

15 in lieu of the rule set forth in that section, set aside agency 

1° action, findings, and cmichts'ions fonnd to be unsupported 

1" bg the weight of the evidence. Tlif judgiiicut and decree 

18 of the court shall be final, except that the siiiiic shall be 

1^ subject to review by flio SH|irciii(' Coiut upon ecitioniri as 

20 jii-ovided in section 1254 of title 2H f)f the United Stales 

21 Code. 

^ "(C) The commencement of procee^gs for judidal 

^ review under subparagraph (B) of this par^raph shall not, 

** unless sperafically ordered by the court, operate as a stay of 

25 any order issued by the Board. 
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1 " (8) The Board may m its discretion apply to the 

2 United States district court, or the United States ooort of any 

3 territory, within the jurisdiction of which the home o£Sce of 

4 the association is located, for the enforoemrat of any effec- 

5 tive and outstanding notice or order issued by the Board 

6 under this subsection (d) , and such courts shall have juris- 

7 diction and power to order and require compliance therewith ; 
S but except as otherwise provided in this subsection no court 
3 shall have jurisdiction to affect by injunction or otherwise the 

lU issuance or enforcement of any notice or order under this 

11 subsection, or to review, modify, suspend, tonmnatc, or set 

12 aude any such notice or order. Any court having jurisdiction 

13 of any proceeding instituted under this subsection by an 

14 association or a director or officer tiiereof, may allow to any 

15 such party such reasonable expenses and attorneys' fees as 

16 it deems just and proper; and such expenses and fees shall 

17 be pud by the association or from its assets. 

IS "(9) In the course of or in connection with any pro- 

19 ceeding under this subsection, the Board or any member 

20 thereof or a designated representatJvo of the Board, including 

21 any person designated to conduct any hearing under Qm 

22 subsection, shall have power to administer oaths and aflfirmar 

23 tions, to take or cause to be taken depositions, and to issne, 

24 revoke, quash, or modify subpenas and subpenas duces tecum ; 
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1 and th« Board is empowered to make niles and regulations 

2 with respect to any such proceedings. The attendance of 

3 witnesses and the production of documents provided for in 
i this paragraph may be required from any place in any State 

5 or in any territoiy at any designated place where such pro- 

6 ceeding is being conducted. Any party to proceedings under 

7 Uiis subsection may apply to the United States District Court 

8 for (he District of Columbia, or the United States district 

9 court for the judicial district or the United States court in 

10 noy territory in whidi such proceeding is being conducted or 

11 where the witness resides or cturies on business, for enforce- 

12 inent of way subpena or subpena duces tecum issued pursuant 

13 to this paiugraph, and sudi courts shall have jurisdiction and 

14 power to order and require compliance therewith. Wit- 

15 iiesses subpenaed under this pantgraph shall be paid the same 

16 fees and mileage that are piud witnesses in the district courts 

17 of the United States. All expenses of the Board or of the 

18 Fedentl Savings and Loan Insurance Corporation in connec- 
ts tioQ with this subsection shall be considered as nonadminis- 

20 trative expenses. 

21 " (10) Any service required or authorized to be made 

22 by the Board under this subsection may be made by rcgie- 

23 tered mail, or in such other manner reasonably calculated to 

24 give actual notice as the Board may by regulatioii or other- 
23 wiM provide. 
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1 " {ii) 1^3 Board eball have power to make rules and 

2 regulations for the reorganization, consolidation, liquidation, 

3 and disBolutiun of associations, for tiie mei^r of aaeooiationa 

4 with otiter institutions tiie accounts of whicli are insured by 
r> the Fcdcnil Sfvvings nnd Loan Insumnco Corporation, for 
fi associnti4>ii3 in conscrvntorKliip and receivership, nnd for the 

7 conduct of conservatorsliips and rceciverHhii>a ; and the Board 

8 nuiy, by regulation or otticrwise, provido for Uie oxerdse of 

9 functions by mcnibors, directors, or officers of an association 

10 during conservatorship and receivership. 

11 "(12) (A) Any director or officer, or former director 

12 or officer, of an association, or any other person, against 

13 whom there is outstanding and effective any notice or order 

14 (which is an order which has become final) served- upon 

15 such director, ofScer, or other person under paragraph (4) 
13 (C), (4) (D), or (5) (A) of this subsection, and who 

17 (i) participates in any manner in the conduct of the affturs 

18 of such association, or directly or indireotiy solicits or pro- 
1^ cures, or transfers or attempts to transfer, or votes or at- 
20 tempts to vote any proxies, consents, or authorisations in 
^1 respect of any voting rights in such association, or (ii) 
22 without the prior written approval of the Board, votes for 
^ a director or serves or acts as a director, officer, or employee 

24 of any institution Ihe accounts of which are insured by the 

25 Federal Havings and Loan Insurance Corporation, shall 
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1 upon conviction be fined not more tbon $5,000 or imprisoned 

2 for not more than one year, or both. 

3 "(B) Except with the prior written consent of the 

4 Board, no person shnll serve as a director, officer, or employee 

5 of an association who has been convicted, or who is hereafter 

6 convicted, of a criminal offense involving dishonesty or a 

7 breacli of trust. For each willful violation of this prohibition, 

8 the association involved shall bo subject to a penalty of not 

9 nioro than $100 for each day this prohibition is violated, 

10 which the Board may recover by suit or otiierwise for its 

11 own use. 

12 " (0) Whenever a conservator or receiver appointed by 

13 the Board demands possession of the property, business, and . 

14 assets of any association, or of any part thereof, the refusal 
1^ by any direirtor, officer, employee, or agent of such associa- 
16 tion .to comply with the demand shall be punishable by a 
1*^ fine of not more than $5,000 or imprisonment for not more 
1*^ than one year, or both. 

1^ "(13) (A) As used in this subsection— 

20 "(1) The terms 'cease-and-desist order which has be- 

21 come final' and 'order which has become final' mean a cease- 

22 and-desist order, or an order, issued by the Board with the 

23 consent of the association or the director or officer or other 

24 person concerned, or with respect to which no petition for 

25 review of the action of the Board has been filed and pe/- 
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1 fectcd in a conit of appeals as specified in paragraph (7) 

2 (B) of this subsection, or with respect to which ihe action 

3 of the court in which said petition is so filed is not subject to 

4 further review by the Supreme Court of the United States 

5 in proceedings provided for in said paragraph, or an order 

6 issued under paragraph (5) (A) of this subsection. 

7 "(2) The term 'torritorj'' includes the Commonwealth 
S of Fuetio Kico, and any possession of the United States 
9 or nny place subject to the jurisdiction of the United States. 

iO "(B) As used in paragraph (4) of this subsection, 

11 the term 'violation' includes without limitation any action 

12 (alone or with another or others) for or toward causing, 
1^ bringing about, patricipnting in, counseling, or aiding or 
^■^ abetting a violation. 

^5 "(14) As used in this subsection, the terms 'Federal 

1<J savings and loan association' nnd 'association' shall include 

17 Ally institution with respect to which the Federal Home 

18 Loan Bank Board now or hereafter has any statutory power 

19 of examination or supervision under any Act or joint 

20 resolution of Congress other than this Act, the Federal 

21 Homo Loan Bank Act, and the National Housing Act. 

22 For the purposes of this paragraph (14), references in 
i$3 this snbsection to directors, ofTicci's, emplojees, and agents, 

or to former directors or ufTici-rs, of associations shall be 
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1 deemed to be references respectively to directors, officers, 

2 employees, and agents, or to former directors or officers, of 

3 such institutions, references therein to savings accomit hold- 

4 crs and to members of associations shall be deemed to be 

5 references to holders of withdrawable accoimts in such in- 

6 stitutions, and references therein to boards of directors of 

7 associations shall be deemed to be references to boards of 

8 directors or other governing boards of such institutions. 

9 Said Board shall have power by regulation to define, for 

10 the purposes of this paragraph ( 14) , terms used of referred 

11 to in the sentence next preceding and other terms used in 

12 this Bubsoction. 

13 " (15) The provisions of this subsection, as amended by 
1* die amendment by which this sentence is added, shall not be 

15 apphcable to or with respect to any proceeding for the ap- 

16 pointment of a conservator or receiver pending immediately 
1*^ pnor to the effective date of said amendment or any con- 
IS servator or receiver appointed as a result of such proceeding, 

19 or to or with respect to any supervisory representative in 

20 charge, conservator, or receiver in office immediately prior to 

21 said date, or any successor of any of the same, or to the 

22 appointment of any such successor, and the provisions of this 

23 subsection as in effect immediately prior to said date shall be 

24 and remain applicable to all of the foregoing." 
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1 Sbo. 102. Section 407 of the National Hoanng Aet (12 

2 U.S.C. 1730) is hereby amended to read as foUowB: 

3 "Seo. 407. Tbhmination op Insuranob and Bh- 

4 FOBCEMENT PhOVISIONS. — 

5 "(a) VOLTJNTABY TEBMINATIOK OP IVSUBANCB. — 

6 Any insured institution ot^cr than a Federal Bavingg and 

7 loan association may terminate its status as an insured inati- 

8 tution by written notice to the Corporation specifying a date 

9 for sudi termination. 

10 " (b) Involuntary tbemination of mauBANOB; 

11 NOTICE AND HBABiNO.— (1) Whenever, in the opinion of 

12 the Corporation, any insured institution has violated its daty 

13 08 such or is engaging or has engaged in an unsafe or nn- 

14 sound practice in conducting the business of such' institution, 

15 or is in an unsafe or unsound condition to continue operations 
IG as an insured institution, or is violating or has violated an 

17 applicable law, rule, regulation, or order, or any condition 

18 imposed in writing by the Corporation or any written agree- 

19 ment entered into with the Corporation, including wiy agree- 
-U ment entered into under section 403 of this title, the Cor^ 

21 poration shall serve upon the institution a statement widi 

22 respect to such violations or practices or conditions for the 
2'i purpose of securing the correction thereof, and shall send 
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1 a copy of Hucfa statement to the appropriate State supervisory 

2 authori^. 

3 "(2) Unless such correction shall be made within one 

4 hundred and twenty days after service of such statement, 

5 or such shorter period of not less than twenty days after 

6 such service aa (A) the Corporation shall require in any 

7 case where tlie Corporation determines that its insurance 

8 risk with respect to such institution could be unduly jeep- 
!) ardized by further delay in the correction of such violations 

10 or practices or conditions, or (B) the appropriate State 

11 supervisory authority shall require, or unless widiin such 

12 tune the Corporation shall have jeceived acceptable assur- 
IS ances that such correction will be made withm a time and 
I'i in a manner satisfactory to the Corporation, or in the event 

15 such assurances are submitted to and accepted by the Corpo- 

16 ration but are not carried out in accordance with their terms, 

17 the Corporation may, if it shall determine to proceed fur- 
11^ ther, issue and serve upon the institution written notice of 

19 intention to terminate the status of tlie institution as an 

20 insured institution, 

21 "{3) Such notice shall contain a statement of the facts 

22 constituting the alleged violation or violations or the unsafe 

23 or unsound practice or practices or coudition, and shall fix 

24 a time and place for a hearmg thereon. Such hearing ghaU 
23 be fixed for a date not earlier than thirty days after service 
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1 of Rich notice. UnleBS the institation shall appear at the 

2 heafing by a duly ouUiorized representatiTe, it ihall be 

3 deemed to have consented to the teirnination of its statas 

4 as im insored institution. In &e evrait of sach consent, or 

5 if upon the record made at any such hearing the Ootx^ra- 

6 tion shall find that any violation or unsafe or unsound 

7 practice or condilitHi spedfied in sudi notice has been estab- 

8 lished and has not been corrected within the time above 

9 prescribed in which to moke correction, the Corporation 

10 may issue and serve upon the institution an order terminating 

11 the status of the institution as an insured institution; but 

12 any such order shall not become effective until it is an order 

13 which has became final (except in the case of an order of 

14 tenitination issued upon consent, which shall become effeo- 

15 tive at the time specified therem) . 

16 " (c) Date op termination of insuhbd status. — 

17 The effective date of the tennination of an institution's status 

18 as an insured institution under the foregoing provisions of 

19 this section shall be the date specified for sudi tennination 

20 in tile notice by the institution to the Corporatimi as pro- 

21 vided in subsection (a) of this section, or the date upon 

22 which nn order of tennination issued under gubseotioft 

23 (b) (3) of this sectiwi becomes effective. The Corporation 

24 niay from time to time postpone the effective date of the 
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1 tenninatton of on institution's status as an insured insUtution 

2 at any time before sudi t«nQina.Uoii has become effective, 

3 but in the case of tenuination by notice given by the institu- 

4 tioB such effective dote shall be postponed only with the 

5 written consent <A the institution. 

6 "(d) OONTUrUATION OF INSUBANCH; BXAHINATION; 

7 NOTICE TO MEMBKBa; AND PAYMENT OF PBBHIUHS. — ^In 

8 the event of the termination of an institutim's status as an 

9 insured institution, insurance of its accounts to the extent 

10 that they were insured on the effective date of such t^miuar 

11 tioQ 08 hereinabove provided in subsection (c) , less any 

12 amounts thereafter withdrawn, repurchased, or redeemed, 
1^ shall continue for a period of two years, but no investments 
14 or deposits made after such date shall be insured. The Cor- 
1^ poration shall have the right to examine such institution 

16 from time to time during the two-year period aforesaid. 

17 Sudi insured institution shall be obhgated to pay, within 
1^ thirty days after the effective date of such termination, as a 

19 goal insurance premium, a sum ccjuivalent to twice the last 

20 annual insurance premium |>ayable by it. In the event of 

21 the termination of insurance of accounts as herein provided 

22 ^e institution which was the insured institution shall ff.ve 

23 prompt and reasonable notice to all of its insured members 

24 that it has ceased to be an insured institution and it may 

25 include in such notice the fact that insured accounts, to die 
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1 extent not w'ithdrait'n, repurchased, or redeemed, ramun 

2 insured for two years from the date of suoh termination, ^Mt 

3 it shall not further represeot itsulf in any mamier as an 

4 insured institution. In tlte event of future to n^ve the 

5 notice to insured members as herein provided the Ocnpoiv 

6 tioo is ^iJiorized to give renscmable notice. 

7 " (e) Cease-and-desist pbocebdinc». — (1) If, in the 

8 opinion of the Corporation, any insured institution or any 

9 institution any of the accounts of which are insured is en- 

10 gaging or has engaged, or the Corporation has reasonable 

11 cause to believe that the institution is about to engage, in an 

12 unsafe or unsound practice in conducting the bnmness of Nch 

13 institution, or is violating or has violated, or the Corpoiadon 

14 has reasonable cause to believe that the institution is aboot 

15 to violate, a law, rule, or regulation, or any condititm imposed 

16 in writing by the Corporation or written agreement entered 

17 into with the Corporation, including any agreement entered 

18 into under section 403 of this title, the Corporation may issue 

19 and serve upon the institution a notice of chaises in respect 

20 thereof. The notice shall contain a statement (A the facts oon- 

21 stituting the alleged violation or violations or the unsafe or 

22 iinsioiinii practice or pmotices, and shall fix n time and place 

23 at which a hearing will bo held to determine whether an' 

24 order to cease and desist therefrom should issue against the 
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1 iostitation. Such hearing shall be fixed for a date not earlier 

2 th&D thirty days nor later than axty days after service of such 

3 notice unless an earlier or a later date is set by the Corpora- 

4 tltm at the request of the institution. Unless the institution 

5 ^lall appear at l^e hearing by a duly authorized representar 

6 live, it shall be deemed to have consented to the issuance of 

7 the ceaae-and-desist order. In the event of such consent, or 

8 if upon the record made at any Buch hearing ,the Corporation 
3 shall find that any vioUtion or unsafe or onsound practice 

10 speoified in the notice of charges has been established, the 

11 CorporatiMi may issue and serve upon the institution an 
1^ order to cease and desist from any such violation or practice. 
13 Such order may, by provisions which may be mandatory or 
1* otherwise, require the institution and its directors, officers, 
1^ employees, and agents to cease and desist from the same, 
1^ and, further, to take affimiative action to correct the condi- 

17 tlcns resulting from any such violation or practice. 

18 " (2) A cease-and-desist order shall become efEective 

19 al the expiration of thirty days after service of such order 

20 upon the institution concerned (except in the case of a cease* 

21 and-desist order issued upon consent, which shall become 
^ effective at the time spedfied therdn) , and shail remain effec- 
^ tire and enforceable except to sudi extent as it is stayed, 

24 modified, tominated, or set aside by ocdon <A the Corpora- 

25 tion or a reviewing court. 
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1 "{() TbHPOBAKT CBAaB-ANIH>B8raT OK»KBa.— {1) 

2 Whenever the Corporation shall determine that die ndstkm 

3 or threatened violation or the unsafe or unsoond practice or 

4 practices, speciiied in the notice c^ duurgee served apm the 

5 institution pursuant to subsection (e) (1) of this sectioD, or 

6 the continuation thereof, is likely to cause insolvent^ w gab- 

7 stantial dissipation of assets or earnings of the iostitiilitHi, or 

8 is likely to otherwise seriously prejudice the interest of its 

9 insured members or of the Corporation, the Corporation may 

10 issue a temporary order requiring the institution to oeue and 

11 desist from any such violation or practioe. Such order shall 

12 liL'coiue elTective upon son'ice upon the institution and, unless 

13 set aside, limited, or suspended by a court in proceedings 

14 authorized by paragraph (2) of this subsection, shall remain 

15 effective and enforceable pending the completion <mF the ad- 

16 misistrative proceedings pursuant to such notice and tutil 

17 such time as the Corporation shall dismiss the charges sped- 

18 fied in such notice or, if a cease-and-desist order is issued 

19 against the institution, until the effective date of any sndi 

20 order, 

21 "(2) Within ten days after the institation oonoemed 

22 has been served with a temporary cease-and-deEost order, 

23 the institution may apply to the United States district coait 

24 for the judicial district in which the principal offioe of Hm 
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1 instatutioii is located, or the United States Dislri(d Court for 

2 llie Distriot of Columbia, for an injunction settiiig a»de, 

3 limitiiig, or suspending the enforcement, operation, or ef- 

4 fectiveness of nicli order pending the oompleticHi of the ad- 

5 miniatratiTe proceedings pursuant to the notice of diarges 

6 served upon the inatilulion undv subsection (e) (1) of Qm 

7 section, and such ooort shall have jurisdiction to issue such 

8 injuitcd<m. 

9 "(3) In the case of violation or threatened violation 

10 of, or failure to obey, a temporary cease-and-desist order, the 

11 CcM^ration may apply to the United States district court, 

12 or t^e United States court of any territory, within the joris- 

13 dictiim {d which the prindpal office of the institution is 
11 located, for an injunction to enforce such order, and, if the 

15 court shall determine that- there has been sack violaticm or 

16 threatened violation or failure to obey, it stiall be the duty 

17 of the court to issue sut^ injunction. 

18 " (s) SUSPENSTOK OB BEMOVAIj OP DIBEOTOB OB OPPT- 

19 CEB.— (1) Whenever, in the opinion of the Corporation, 

20 any director or officer of an iiiRurcd institution has committed 

21 any violation of law. rule, or regulation, or of a cease-end- 

22 desist order which has become final, or has engaged or par- 

23 ticapated in any unsafe or ansonnd practice in connection 

24 with the institution, or has committed or engaged in any 

25 act, omission, or practice whidi constitutes a breadi of his 
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1 fidiidory duty as sudi director or officer, and the Oorpontion 

2 determines that the institution ha.s suffered or will probably 

3 suffer substantial financial loss or other damage or tbat the 

4 interests of its insured members could be serionsly prejadiced 

5 by reason of such violation or practice or breadi of fidnciaiy 

6 dut}', and that snch violation or practice or breach of fidn- 

7 ciary duty is one involving personal dishonesty on the 

8 part of such director or officer, the Corporation may serre 

9 upon such director or officer a written notice of its intentibo 

10 to remove him from office. 

11 "(2) Whenever, in the opinion of the Corpomtion, any 

12 director or officer of tin lusurcd institution, by uotidiict or 

13 priictioo with respect to another insured institution or other 

14 business iustitiitioii which rcsulti'd in substautinl financaftl loss 

15 or other damage, has evidenced his personal dishonesty and 
1^ unfitness to continue as a director or officer, and, whenever, 

17 in the opinion of the Corporation, any other person parfae- 

18 ipating in the conduct of the affurs of an insured institution. 

19 by conduct or practice with respect to su<^ institution or other 

20 insured institution or other business institution which resulted 

21 in substantial financial loss or other damage, has evidenced 

22 his personal dishonesty and unfitness to partidpate in the 

23 conduct of the affairs of such insured institution, &e Corpo- 
21 ration may serve upon such director, officer, or other peraon 
25 a written notice of its intention to remove htm ^-om offiee 



ot^lc 



FINANCIAL INSTITUTIONS SUFERVISOBY AND INSUBANCE ACT 109 

1 uid/or to prohibit his forlher parti(HpatJ<m in any maimer in 

2 the conduct of the afTairs of such institution. 

3 " (3) In respect to any director or officer of an insured 

4 iniititatioD or any other person referred to in paragaph (1) 

5 or (2) of this subsection, the Corporation may, if it de^ns it 

6 nocessary for the protection of the institution or the interests 

7 of its insured members or of the Corporation, by written ' 

8 notice to such effect served upon such director, officer, or 

9 other person, suspend him from office and/or prohibit him 

10 from further participtitiou in uiiy nuiimcr in Uie conduct of 

11 tbc affnini uf the iuHtitutiuii. Sucli suspension and/or pro- 

12 liibitiou Hhalt become effective upou service of such notice 

13 and, unless stayed by a court in proceedmgs authorized by 

14 paragraph (5) of this subsection, shall remain in effect 

15 pending the completion of the administrative proceedings 

16 pursuant to the notice served under paragraph (1) or (2) 

17 of this subsection and untO sudi time as the Corporation shall 

18 dismiss the charges specified in such notice, or, if an order 

19 of removal and/or prohibition is issoed against the director 

20 or officer -or other person, until the effective date of any su(di 

21 order. CoiMes of any such notice shall also be served upon 

22 the institution of which he is a director or officer or in the 
^ C(mduct of whose affairs he has participated. 

^ " (4) A notice of intention to remove a director, officer, 

^ or other person ^m office and/or to prohibit his partidp«>- 
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1 tion in the conduct of the affairs of an insured institution, 

2 shall contain a statement of the facts constituting grounds 

3 therefor, and shall fix a time and place at which a hearing 

4 will be held thereon. Such hearing shall be fixed for a date 
r> not earlier than thirty days nor later than nxty days after 
G the date of service of sndi notice, unless an earlier or a 

7 later date is set by the Corporation at the request of (A) 

8 sndi director, officer, or other person and for good cause 

9 shown, or (B) the Attorney General of the United States. 

10 Unless such director, officer, or other person shall appear 

11 at the hearing in person or by a duly authorized representa- 

12 tive, he shall be deemed to have consented to the issuance 

13 of an order of such removal and/or prohibition. In the 

14 event of such consent, or if upon the record made at any 

15 suHi iioiiriiij; tlic Corporation slinll find tlwt any of the 
1'' grounds specified in such notice has been established, thfl 
17 Oorporation may issue such orders of aiispen^on or removal 
'** from office, and/or prohibition from participation in the 
li) conduct of tlie affiurs of the institution, as it may deem 

20 appropriate. Any such order shall become effective at the 

21 expiration of thirty days after service upon such institution 

22 and the director, officer, or other person concerned (except 
2:i in the case of an order issued upon consent, which shall 
24 become effective at the time specified therein). Such order 
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1 shall remain effective and enforceable except to sach extent 

2 as it is stayed, modified, terminated, or set aade by action 

3 of the Corporation or a revie^ng court. 

4 "(5) Within ten days after any director, officer, or oUier 

5 person has been suspended from office and/or prohibited 

6 from participation in the conduct of the affairs of an insured 

7 institution under paragraph (3) of this subsection, such 

8 director, officer, or other person may apply to the United 
d States district court for the judicial district in which the 

10 principal office of the institution is located, or the United 

11 States District Court for the District of Columbia, for a stay 

12 of such suspension and/or prohibition pending the coinple- 

13 tion of the administrative proceedings pursuant to the notice 

14 served upon such director, officer, or other person under 
13 paragraph (1) or (3) of this subsection, and such court 

16 shall have jurisdiction to stay such suspension and/or pro- 

17 hibition. 

18 " (h) Suspension of dibeotob ob officeb chabobd 

19 WITH FELONY. — Whenever any director or officer of an in- 

20 sured institution, or other person participating in the conduct 

21 of the affairs of such institution, is charged in any informar 

22 tion, indictment, or compl^t authorized by a United States 

23 Attorney, with the commiswon of or participation in a 

24 felony involving dishonesty or breach of trust, the Corpora- 

25 tion may, by nTitten notice served upon audi director, officer. 
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1 or other person, suspend him from office mnd/or proh3)it 

2 him from further participation in any manner in the co&dact 

3 of the affau^ of the institution. A oopy of anoh notioe shall 

4 nlso he ser^'cd upon tlie institution. Such snspnision and/or 

5 proliibition stiall remain in efTcct nntit such infonnation, in- 

6 dictment, or compl^nt is finally disposed of or ontil traminated 

7 by the Corporation. In the ev^t that a judgment of oonvio- 

8 tion with respect to such offense is entered against audi dlrec- 

9 tor, officer, or other person, and at such time as sudi judgment 

10 is not subject to further appellate review, the Corp(HB(ion may 

11 issue and serve upon such director, officer, or otiier penon an 

12 order removing him from office and/or prohibiting him fnnn 

13 further participation in any manner in the condact of the 
^4 affairs of the institution except ^th the consent of the Cor- 
^^ poration. A copy of such order shall also be served upon 
16 such institiitiou, whereupon sudi director or officer sh^ cease 
^7 to be a director or ofScer of such institution. A finding of 
1^ not guilty or other disposition of the charge shall noit predade 
^^ the Corporation from thereafter instituting proceedings to re- 
^ move such director, officer, or other person from office and/or 

21 to prohibit further partidpation in institution affiuis, por- 

22 suant to paragraph (I) or (2) of subsection (g) of tlus 

23 Bertion. 

^ "(i) Termination of fbdebal home loan bank 

2^ MKMBRRsniP. — Termination under this section or otlierwise 



,,\^.(H)t^lC 



FINANCIAL INSTITUTIONS SUPERViaOBT AND INSUBANCE ACT 303 

1 of the status of an institution aa an insured institution shall 

2 automatically constitute a removal under subsection (i) of 

3 secUon 6 of the Federal Home Loan Bank Act of Uie inslitu- 

4 jion from Federal home loan bank membership, if at the 

5 time of such termination such institution is a member of a 

6 Federal home loan bank; and removal of an institution 

7 from Federal home loan bank membership under subscc- 

8 tion (i) of section 6 of the Federal Home Loan Bank Act 
3 or otherwise shall automatJcally constitute an order of tei> 

10 mination under this section of the status of such institution as 

11 an insured institution, if such institution is at the time of such 

12 removal an insured in^tution. 

13 "(j) HeABINOS and JUDICIAL BEVIEW.— (1) Any 

1^ Leaiing provided for in this section shall be held in the Fed- 

15 eral judicial district or in the territory in which the principal 

1^ office of the institution is located unless the party afforded the 

1*^ hearing consents to another place, and shall be conducted in 

1^ accoi'danGe with tlie proviMimis of t4ie Adniitiiatrativc j^re- 

21 by the eorpomt i on chni>ler /i of lilh 5 of the United Staler 

^ Code. Such hearing ttkall he puhlic unleM the Cori>oration, 

^^ in its dimreliov, after considerinfj the views of. the ptirfij 

^ afforded the heariiu/, dvlermiiiex that n private hearing 

" wovld be in the pidilie intercut, Aftor siicli bearing, and 
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1 within ninety days after the Corporation has notified 

2 the parties tliat the case has been submitted to it for final 

3 decision, the Corporation shall render its decision (which 
i shall include findings of fact upon which its dedsion is 

5 predicated) and shall issue and cause to be served npon 

6 each party to the proceeding an order or oi'dcrs conustent 
T with the provisions of this section. Judicial re\'iew of any 

8 such order shall be exclusively as provided in this subsec- 

9 tion. Unless a petition for review is timely filed in a court 
10 of appeals of the United States, as hereinafter provided in 
a paragraph (2) of this subsection, and thereafter imtil tho 

12 i-ecord in the proceeding has been filed as so provided, the 

13 Corpomtion may at any time, upon such notice and in such 

14 manner as it shall deem proper, modify, terminate, or set 
1^ aside any such order. Upon such filing of the record, die 

16 Corporation may modify, tenninale, or set aside any such 

17 onlcr with permission of the court. 

18 "(2) Any party to tho proceeding, or any person re- 

19 quired by an order issued under this section to erase and 

20 desist from any of the violations or practices stated therein, 

21 may obtain a review of any order served pursuant to pan- 

22 graph (1) of this subsection (other than an order issued 

23 with the consent of the insljtution or the director or officer 

24 or other person concerned, or an order issued under sab- 
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1 section (h) of this section) , by filing in the court of appeids 

2 of the United States for the circuit in which the prindpal 

3 office of the institution is located, or in the United States 

4 Court of Appeals for the District of Columbia Circuit, 

5 within thirty days after the date of service of sadt order, a 

6 written petition praj^ing that the order of the Corporation be 

7 modified, terminated, or set a»de. A copy of such petition 

8 shall be forthwidi transmitted by the clerk of the court to the 

9 Corporation, and therenpou the Corporation shall file in 

10 the court the record m the proceeding, as provided in sec* 

11 tion 2112 of titie 28 of the United States Code. Upon the 

12 filing of such petition, such court shall have jurisdiction, 

13 whidi upon the filing of the record shall, except as provided 

14 in the last sentence of said paragraph ( 1 ) , be exclusive, to 
1^ affirm, modify, terminate, or set aside, in whole or in part, 
16 the order of the Corporation. Review of such proceedings 
1"^ shall be had as provided in the AdmiB ie twrtive feoeedarc 
18 A«t chapter 7 of title 5 of Ike United St<Ues Code, except 
1^ that in cases referred to in section 706(2)(E) of that title, 

20 the court shall, in lieu of the rule set forth i'm that section, 

21 set cmde agency action, findings, and conclusions found to 

22 be unsupported by the weight of the evidence. The judgment 

23 and decree of the court stmll he final, except tlint the siime 
2^ shall be subject to review by the Supreme Court upon certi- 
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1 oiari as provided in sectioD 1264 of title 28 of the United 

2 titates Code. 

3 "(3) The cojnmencement of proceedings for judicial 

4 review under paragraph (2) of this subeection shall not, 

5 unless specifically ordered by the court, operate as a stay 

6 of any order issued by the Corporation, 

7 "(k) JUEISDICTION AND BNFOEOBaCBNT. — (1) Not- 

8 withstanding any other provision of law, (A) the Corpoia- 

9 tion shall be deemed to be an agency of the Uoitad States witb- 

10 in the meaning of section 451 of tiUe 28 of the United States 

11 Code; (B) any civil action, suit, or proceeding to which Hie 

12 Corporation shall be a party shall be deemed to arise under 

13 the laws of the United States, and the United States Strict 

14 courts shall have original jurisdiction thereof, without regard 

15 to the amount in controversy; and (C) l^e Corporation may, 

16 without bond or security, remove any such action, auit, or 
n proceeding from a State court to the United States district 

18 court for the district and dlvidon embradng the place whwe 

19 the same is pending by following any procedure for ronoval 

20 DOW or hereafter in effect: Provide, That any action, suit, 

21 or proceeding to which the Corporation is a party in its 

22 capacity as conservator, receiver, or other legal custodian of 

23 an insured Sta.te-chartered institution and which involves only 
m the rights or obligations of investors, creditors, stockbolden, 
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1 and gaeh institation under State law aludl not be deemed tQ 

2 arise under the laws of the United States. !No att&chnient or 

3 ezeCDtion shall be issued against tfa« Corporation or its prop- 

4 erty before final judgment in any action, suit, or proceeding 

5 in any court of any State or of the United States or any ter' 

6 ritory, or any other court 

7 " (2) The Corporation may, in its discretion, apply to 

8 the United States district court, or the United States court 

9 of any territoiy, within the jurisdiction of ii4uch the prin- 
10 cipal office of the institution is located, for the enforcement 
U of any effective •and outstanding notice or order issued by the 
12 Corporation under this section, and such courts shall have 
33 jurisdiction and power to order and require compliance there- 
in ^th; but except as otherwise provided in this section no 

15 court shall have jurisdiction to affect by injunction or other- 

16 wise the issuance or enforcement of any notice or order under 

17 this section, or to renew, modify, suspend, terminate, or set 

18 aside any such notice or order. 

19 "(1) Bepobtino REQUIBEMEKT8.— (1) Whenever a 

20 change occurs in the outstanding voting stock of any Insured 

21 institution which vnSi result in control or a change in the 
23 control of such institution, the president or other chief ex- 

23 ecutive officer of such institution shall promptly report 

24 such facts to the Corporation upon obtainmg knowledge of 
^ such change. As used in this subsection, the term 'control' 
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1 means the power to directly or indirectly direct or caoee 

2 the direction of the management or pohdes of the insured 

3 institution. If there is any doubt as to whether a change 

4 in ownership or other change in the outstanding voting 

5 stock of any insured institution is suffident to result in con- 

6 trol or a change in the control thereof, such doubt shall be 

7 resolved in favor of reporting the facts to the Corporation. 

8 "(2) Whenever an insured institution or an insured 

9 bank of the Federal Deposit Insurance Corporation makes 

10 a loan or loans secured (or to be secured) by 25 per centum 

11 or more of the voting stock of an insured institution, the 

12 president or other chief executive officer of the lending in- 

13 sured institution or insured bank shall promptiy report such 
1^ fact to the Corporation upon obtaining knowledge of such 
1^ loan or loans, except that no report need be made in those 
1^ cases where the borrower has been the owner of record 
1'^ of the stock for a period of one year or more, or the stock 
1^ is of a newly organized insured institution prior to its 
1^ opening. 

20 "(3) The reports required by paragraphs (1) and (2) 

^^ of this subsection shall contain the following information to 

22 tiie extent that it is known by the person making the report: 

^3 (A) the number of shares involved, (B) the names of the 

24 sellers {or transferors), (C) the names of the purchasers 
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1 (or transferees), (D) the names of the beneficial owners 

2 if tiie shares are of record in another name or other names, 

3 (E) the purchase price, (F) the total number of shares 

4 owned by the sellers {or transferors) , the purchasers (or 

5 transferees) and the benefidal owners both inunediately 

6 before and after the transaction, and in the case of a loan, 

7 (G) the name of the borrower, (H) the amount of the loan, 

8 and (I) the name of the institution Issuing &e stock secur- 

9 ing the loon and the number of shares securing the loan. In 

10 addiUon to the foregoing, such reports shall contain such 

11 other information as may be available to inform the Corpora- 
ls tion of the effect of the transaction upon control of the insti- 
ll tutioD whose stock is involved. The reports required by 
14 this subsection shall be in addition to any reports thnt may be 
1^ required pursuant to other provisions of law. 

16 "(4) Whenever such a change as is described in para- 

17 graph (1) of this subsection occurs, the insured institution 

18 involved shall report promptly to the Corporation any 

19 change or changes, or replacement or replacements, of its 

20 chief executive officer or of any director occurring in the next 

21 twelve-month period, including in its report a statement of 

22 the past and current business and professional affiliations of 

23 the new chief executive officer or director. 

2* " (5) Without limitation by or on the foregoing provi- 

25 . noni of this anbseotion, the Corporatum may lequirB insoxed 
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1 inslitations and individoab or other peiwms who have or 

2 have had any connection with the management of any in- 

3 siired institution, as defined by the Corporation, to provide. 

4 in such manner and under each civil penalties (whidi dull 

5 be cumulative to any other remedies) as the Corp<nalion 

6 may prescribe, such periodic or other reports and disclosares 

7 as the Corporation may determine to be necessary or ap- 
S propriate for the protection of investors or the Corporation, 
d " (6) As used in this subsection, the term 'stock' means 

10 such stock or other equity securities or equity interests in an 

11 insured institution, or rights, interests, or powers with respect 

12 thereto, regardless of whether such institution is a stod oom- 

13 pany, a mutual inst-itution, or otherwise, as the Corporation 

14 may by regulation define for the purposes of this subsection, 
la "(m) Ancillabt pbo^tsions.— (1) In making ex- 
1^ aminations of insured institutions, examiners appointed by 
^'' the Federal Home Loan Bank Board shall have power, on 
1^ behalf of the CorporaUon, to make such examinations of the 
^ ^hirs of all affiliates of such institutions as shall be necessary 
^ to disclose fully the relations between such institutions and 
^ Qmr affiliates and the effect of such relations upon sudi 
^ inititiitiotis. The cost of examinations of such affiliates shall 
^ be assessed against and paid by the institution. For pur- 

nngfii irf this subsection, the term 'affiliate' shall have the 
at in section 2 {b) (rf the Banking 
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1 Act of 1983 (12 U.S.C. 221a(b) ), except tliat the term 

2 'member bank' m stud section 2(b) shall be deemed to refer 

3 to an insured institution. 

4 "(2) In eonneotion with examinationB of insured insti- 

5 tutions and affiliates thereof, the Corporation, or its desig- 

6 nated representatives, shall have power to administer oaths 

7 and affirmations and to examine and to take and preserve 

8 testimony under oath as to any m«ter in respect of the 

9 ofFwrs or ownership of any such institution or affiliate there- 

10 of, and to issue subpenas and subpenas duces tecum, and, 

11 for the enforcement thereof, to apply to the United States 

12 district court for the judicial district or the United States 

13 court in any territory in which the prinicpnl office of the 

14 institution or affiliate thereof is located, or in which the wit^ 

15 ncss resides or carries on business. Such courts shall have 

16 jurisdiction and power to order and require compliance with 
^"^ any snch subpena. 

18 " (3) In the course of or in connection with any pro- 

19 ceeding under this section, the Corporation or its designated 
^^ representatives, including any person designated to conduct 
21 any hearing under this section, shall have power to admin- 
^ ister oaths and affirmations, to take or cause to be taken dep- 
^^ ositions, uid to issue, revoke, quash, or modify subpenas 
2* and subpenas daces tecum; and the Corporation is empow- 
-^ ered to make rules imd regulations witli respect to any sudi 
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1 proceedings. The attend&QOe of witaesses and the production 

2 of documents provided for in thie subsection may be required 

3 from any place in any State or in any territory aA any deag- 

4 Rated place where such proceeding is being conducted. Any 

5 paity to proceedings under this section may apply to the 

6 Umted States District Court for the District of Columbia, or 
^ &6 United States district court for die judicial district or the 

8 United States court in any territory in which such prooeed- 

9 ing is being conducted, or where the witness resides or carries 

10 on business, for enforcement of aiiy aubpena or subpena duces 

11 tecum issued pursuant to. this subsection, and such courts shall 

12 have jurisdiction and power to order and require compliance 

13 therewith. Witnesses subpenaed under this subsection shal] 
1* be paid the same fees and mileage that are paid witnesses 
1^ in the district courts of the United States. All expenses of 
16 the Board or of the Federal Savings and Loan Insoranoe 
1*^ Corporation in connection with this section shall be oonedd- 
13 ered as nonadmlnistrative expenses. Any court hanng juiis- 

19 diction of any proceeding instituted under this section by an 

20 insured institution, or a director or officer thereof, may allow 

21 to any such party such reasonable expenses and attorneys* 

22 fees as it deems just and proper; and such expenses and 
2-i fees shall be paid by the institution or from its assets. 

24 "(n) Seevicb.— Any service required or authoriaed to 
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1 be made by the Corporation nnder this section may be 

2 m&de by registered mail, or in mob. other manner reason- 

3 ably calculated to give actual notice as the Corporation 

4 may by regulation or othermse provide. Copies of any 

5 notice or order served by tlie Corporation upon any State- 

6 chartered institution or any director or officer thereof or 

7 other person participating in the conduct of its affiwrs, por- 
S suant to the provisions of this section, shall also be sent to 
3 the appropriate State supervlsoiy au&ority. 

10 "(o) Notice to state authobitibs.— In connection 

11 with any proceeding under subsection (e), (f) (1), or (g) 

12 of this section involving an insured State-chartered institu- 

13 tion or any director or officer or other person participating 
1^ in the conduct of its affairs, the Corporation shall provide 
1^ the appropriate State supervisory authority ^th notice of 
1^ the Corporation's intent to institute such a proceeding and 
1'^ the grounds therefor. Unless witliin such time as the Cor- 
1^ poration deems appropriate in the light of Hie drcomstances 
1^ of the case (which time must be specified in the notice pre- 
^^ scribed in the preceding sentence) satisfactory corrective 
^1 action is effectuated by action of the State supervisory author- 
^ ily, the Corporation may proceed as provided in this sectitm -t 
^^ P r ov i ded, kotvevc r , What «e . No institution or other party 
^ who is the subject of any notice or order issued by the 
^ Corporation under this section shall have stancUng to raise 

nynzedbyV^-OOt^lC 
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1 the retiuirenietits of this suhsection as groimd for attai^iiig 

2 die validity of any such notice or order. 

3 "(p) Penalties. — (1) Any dunotor or officer, or 

4 former director or officer, of an insured institution or an 

5 institution any of the accounts of wliicb are insured, or any 

6 other person, against whom there is outetanding and eflec~ 

7 tive any notice or order (which is an order which has 

8 become final) served upon such director, officer, or other 

9 person under subsection (g) (3), (g) (4), or (h) of this 

10 section, and who (A) participates in any manner in the 

11 conduct of the aifairs of such institution, or directly or ia- 

12 directly solicits or procures, or transfers or attempts to 
^■i transfer, or votes or attempts to vote any proxi^, oonsents, 

14 or authorizations in respect to any voting rights in sQCh 

15 institution, or (B) without the prior written approval of the 

16 Corporation, votes for a director or serves or acts as a 

17 director, officer, or employee of any insured institution, shall 

18 upon conviction be fined not more than $5,000 or impria- 

19 oned for not more than one year, or both. 

20 "(2) Except witli the prior written consent of the 

21 Corpomtion, no person shall serve as a director, officer, or 

22 employee of an insured institution who has been convicted, 

23 or who is hereafter convicted, of a criminal ofTense involving 

24 dishouesty or a brosch of triist. For each willful violation 
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1 of this prohibition, the institation involved ahall be subject 

2 to a penalty of not more than $100 for each day this jffo- 

3 hibition is viohitcd, which the Corporation may recover by 

4 suit or oUierwise for its own use. 

5 "(q) Definitions.— (1) As used in this section— 

6 "{A.) The terms 'ceaso-and-desist order which has be- 

7 come fiiinl' and 'order wliich hns become final' mean a cease- 

8 and-desist order, or an order, issued by the Corporation vnth 

9 the consent of the institudon or the director or officer or 
10 other person concerned, or with respect to which no pe- 
ll tition for review of tlie action of the Corporation has been 

12 filed aiid periectod in a court of appeals as specified in sub- 

13 sectJMi (j) (2) of this secdon, or with respect to which the 

14 action of the court in which said petition is so filed is not 

15 subject to further review by the Suprrane Court of the United 

16 States in proceedings provided for in said subsection, or an 

17 order issued under subsection (h) of this section. 

18 "(B) The term 'territory' includes the Commonwealth 

19 of Puerto Rico, and any possession of the United States or 

20 any place subject to the jurisdiction of the United States. 

21 " (2) As used in subsection (f) of this section, the term 

22 'insolvency' means tluit tlie assets of an institution are less 
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1 than its obligations to its creditors and othns, induding its 

2 meiobers. 

3 "(B) As osed in subsection (g) of this section, tJie 

4 term 'violation' includes witliout limitation any action (alone 

5 or with another or others) Tor or .toward cauBing, brining 

6 about, participating in, counseling, or aiding or abetting a 

7 viotation." 

8 Sbc. 103. Subsection (c) of section 408 of the National 

9 Housing Act (13 U.S.C. ]730ti(c)) i.t (imeiided to read: 

10 "(e) It aliall be unlawful for any company on or after 

11 Si'iitcmber 23, 1959— 

12 "(1) to acquire the control of more than one insured 

13 inM,itution, or 

14 "(3) to acquire the control of an insured institution 

15 when ii holds the control of any other insured institution, 

16 except in a transaction which has been approved by the 

17 Federal Home Loan Bank Board upon a determination by 

18 it that suck ti-ansaction is advisable to assist in preventing 

19 (Ae commencement or continuance of involuntary UquidtUion 
^ of the insured insUtuiion whose control, whether by aoquiai- 

21 lion of stock or assets or otherwise, is being acquired by atieh 

22 company or an insured institution which it controls." 
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1 TITLE II— PROVISION EEIiATDfG TO THE FED- 

2 KKAL DEPOSIT INSURANCE CORPORATION, 

8 THE BOARD OF GOVERNORS OF THE FED- 
4 ERAL RESERVE SYSTEM, AND THE OOMP- 
6 TROLLER OF THE CURRENCY 

6 Sec. 201. Paragraph (6) of sabsection (j) of section 

7 7 of the Federal Deposit Insurance Act (12 U.8.C. 1817 
^ (J) (6) ) i^ repealed and section 3 of the Federal Depont 

9 Insnmnce Act (12 U.S.C. 1813) is amended by adding the 

10 following new subsection (q) ; 

11 "((]) The tcnn 'appropnato Federal banking agency' 

12 shall mean -(i*)- (1) the Comptroller of tho Currency in the 

13 cjisc of rt national Itanking nssoniiitiou or a IWstriot bank, -(bV 
1* (2) tiie Board of Covemors of the Federal Reserve System 
15 in tile case of a State member insured Imnk (except a District 
1^ bimk) , iiiid -f*+ (3) tlic Federal Deposit Insiirnnco Corpo- 
1"^ ration in the case of a State nomncinber insured bank (ex- 
1^ n'i»t n District bank) ." 

1^ Six. 202. Section 8 of the Federal Deposit Insurance 

20 Act (12 U.S.O. !818), is amended hy redesignating sah- 

21 sections (b) , (c) , and (d) thereof as (o) , (p) , and ((]) 

22 and by adding after subsection (a) thereof the followmg 

23 new subsections (b) through fn), inclnsive: 

24 " (b) (1) If, in the opinion of the appropriate Federal 

25 banking agency, any insured bank or bank whidi has in- 
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1 mred depoato ia engaging or has engaged, or the agenoy has 

2 reasonable cause to believe that the bank is aboat to en- 

3 gage, in an unsafe or onaound piactioe in oondacting tbe 

4 basiness of snch bank, or is violating or has violated, or ^ 

5 agency has reasonable canse to believe lliat the bank is 

6 about to violate, a law, rule, or regulation, or any conditioa 

7 imposed in writing by the agency or any written agreement 

8 entered into with tbe agency, tbe agency may issue and serve 

9 upon the bank a notice of charges in respect thereof. The 

10 notice shall contain a statement of the facts constituting the 

11 alleged violation or violations or the unsafe or unsound proo- 

12 tice or practices, and shall fix a time and pbice at which a 

13 bearing will be held to determine whether an order to cease 

14 and desist therefrom should issue agiunst the bank. Such 

15 hearing shaU be fixed for a date not earlier than tliirty days 
13 nor later than sixty days after service of such notice unless 
IT ao earlier or a Inter date is set by tbe agency at the request of 

18 the bank. Unless the bank shall appear at the hearing by a 

19 duly authorized representative, it shall be deemed to hare 

20 consented to the issuance oF the cease-and-desist order. In 

21 the event of such consent, or if upon the record made at any 

22 such bearing, the agency shall find that any violation or im- 

23 safe or unsound practice specified in the notice of chaises has 

24 been established, the ngciicy tuny issue nnd servo upon the 

25 bank an order to cease and desist from any such violation or 
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1 practice. Sadi order may, by provisions whicli may be 

2 niandatoty or otherwiBe, require the bank and its directors, 
8 officers, employees, nnd agents to cease and desist from the 

4 same, and, further, to take afllrmative action to correct the 

5 conditions resulting from any such violation or practice. 

6 "{2) A cease-and-desist order shall become effective at 

7 the expiration of thirty days after the service of such order 

8 upon the bank concerned (except in tlie e»ise of a cease-and- 

9 desist order issued upon consent, whidi shall become effective 

10 at the time specified therein) , and shall remain effective and 

11 enforceable as provided therein, except to such extent as It is 

12 stayed, modiiied, terminated, or set aside by action of the 

13 agency or a reviewing court. 

14 "(c) (1) Whenever the appropriate Federal banking 

15 agency shall determine that the violation or threatened 

16 violation or the unsafe or unsound practice or practices, 

17 specified in the notice of charges served upon the bank pur- 

18 suant to paragraph (1) of subsection (b) of this section, or 

19 the continuation thereof, is likely to canse insolvency or sub- 
^ staotial dissipation of assets or earnings of the bank, or is 

21 likely to otherwise seriously prejudice the interests of its de- 

22 positors, the agency may issue a temporary order requiring 

23 the bank to cease and desist from any such violation or prac- 

24 tice. 8uch order shall become effective upon service apon 

25 the bank and, unless set aalde, limited, or saspoinled by a 
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1 court in proceedings authorized by paragraph (2) ci tlus 

2 subsection, shall remain efiectiYe and enforceable pending the 

3 completion of die adminiatratiTe proceedings porsoant to 

4 such notice and until such time as the agency shall dismiffi 

5 the charges spedficd in such notice, or if a cease-and-demst 

6 order is issued against the bank, until the effective date of 

7 any such order. 

a "(2) Within ten days after the bank conoerned has been 

9 served vnth a temporary cease-and-desist order, the bank 

10 may apply to the Umted States district court for the jodidal 

11 district in which the home o£Bce of the bank is located, or 

12 the United States District Court for the District of Columbia, 

13 for an injunction setting aside, limiting, or suspending the 

14 enforcoment, operation, or cITectiveness of such order pend- 

15 ing the completion of tlie administrative proceedings pnr^ 

16 suant to the notice of chaiges served upon the bank nndor 

17 paragraph (1) of subaectioa (b) of tliis section, auA such 

18 court shall have jurisdiction to issue such injunction. 

Id " (d) In the ca^e of violation or threotened violatioD of, 

20 or failure to obey, a temporary cease-and-desist order issued 

21 pursuant to paragraph (1) of subsection (o) of this section, 

22 the appropriate Federal banking agency may apply to the 

23 United States district court, or the United States court of any 

24 territory, within tlie jurisdiction of wtuch Qie home office of 

25 the bank is located, for an injunction to enforce such order. 
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1 Dtid, if the court sball determine that diere has been such 

2 violation or threatened violation or fiulure to obey, it shall be 

3 the duty of the court to i^sue such iujimction. 

4 "(e) (1) Whenever, in the opinion of the appropriate 

5 Federal bankuig agency, any director or officer of an insured 

6 .State bank (oUier than a District bank) has committed any 

7 violation of law, rule, or regulation, or of a cease-and-desist 

8 order whi<di has become final, or has engaged or partidpated 

9 in any unsafe or nnsoimd practice in connection with 'the 
10 bank, or has committed or engaged in any act, omisMon, or 
U practice which constitutes a breach of his fiduciary duty as 

12 such director or c^cer, and the agency determines that the 

13 bank has suffered or will probably suiler substantial financial 

14 loss or other damage or that the interests of its depositors 
1^ could be seriously prejudiced by reason of such violation or 
16 practice or breach of fiduciary duty, and that such violation 
1*^ or practice or breach of fiduoary duty is one involving per- 
38 soual dishonesty on the part of such director or officer, the 
1^ iijfcncy may serve upon such director or officer a written 
'■^^ notice of its intention to remove him from office. 

21 " (2) Whenever, in the opinion of the Comptroller of the 

22 Currency, any director or officer of a national banking asao- 
'^•^ ciation or a District bank has committed *ny violation of 
24 law, nile, or regulation, or of a cease-and-desist order which 
2-'i has become final, or baa engaged m participated in any 
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1 unsafe or unsound practice in connection with the bank, or 

2 lias committed or engaged in any a^t, omission, or practice 

3 which constitutes a breach of his fidumary duty as such 

4 director or officer, and the Comptroller determines that the 

5 bank has suffered or will probably suffer substantial financial 

6 loss or other damage or that the interests of its depositors 

7 could be seriously prejudiced by reason of such violation 

8 or practice or breach of fidudary duty, and that such viola- 

9 tion or practice or breach of fiduciary duty is one involving 

10 personal dishonesty on the part of such director or officer, 

11 the Comptroller of the Currency may certify the facts to 

12 the Board of Governors of the Tederal Reserve System. 

13 "(3) Whenever, in the opinion of the appropriate Fed- 

14 oral banking agency, any director or officer of an insured 

15 State bank (other than a District bank} , by conduct or pnio- 

16 lice with respect to another insured bank or other business 

17 institution which resulted in substantial financial loss or other 
IS damage, has evidenced his persona) dishonesty and unfitness 

19 to continue as a director or officer and, whenever, in the 

20 opinion of the approprlnte Tederal banking agency, any 

21 other person partidpating in the conduct of the affairs of 

22 an insured State bank (other than a District bank) , by con- 

23 duct or practice with respect to such bank or other insured 
^^ bank or otlier business institution which resulted in substan- 
25 tial financial loss or other dnmage, bns evidenced his personal 
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1 ^shonesty and unfitness to partidpate in the conduct of 

2 the aflairs of such insured bank, the agency may serve 
8 upon such director, officer, or other person a written notice 

4 of its intention to remove him from office and/or to prohibit 

5 his further participation in nny mniincr in the conduct of 

6 the aJTairs of the banlt. 

7 " (4) Whenever, in the opinion of the Comptroller of 

8 the Currency, any director or officer of a national banking 
d assodation or a District bank, by conduct or practice with 

10 respect to another insured bank or other business institution 

11 which resulted in substantial financial loss or other damage, 

12 has evidenced his personal dishonesty and unfitness to con- 

13 tinue as a director or ofHoer and, whenever, in the opinion of 

14 tho Comptroller, any other person participating in the con- 

15 duct of the affairs of a national banking association or a Dis- 

16 trict bank, by conduct or practice with respect to such bank 

17 or other insured bank or other business institution which re- 

18 suited in substantial financial lose or other damage, has 

19 cvi(lenced his personal dishonesty and unfitness to participate 

20 in the conduct of the nfffurs of such bank, the Comptroller 

21 of the Currency may certify the facts to the Board of Oovor- 

22 nors of the Federal Reserve System. 

23 " (5) In respect to any director or officer of an insured 

24 State bank (other than a District bank) or any other 

25 person referred to in paragraph (1) or (3) of tUs sub-~ 
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1 srction, the approprinte Federal banking agency may, 

'2 if it deems it necessary (or the protection of the bank 

'■'• or the interests of its depositors, by written notice to such 

4 cfTt'Ct served upon such director, officer, or other person, 
r> suspend him from oflice and/or prohibit him from further 
(i participation in any manner in the conduct of the affairs of 
7 tlie bank. Such suspension and/or prohibition shall become 
H effective upon service of such notice and, unless stayed by 
9 a court in proceedings nutliorizcd by subsection {f) of this 

10 section, shall remain in effect pending the completion of 

1 1 the administrative proceedings pursuant to the notice served 
lii under paragraph (1) or {3) of this subsection and until 
i;'' such time as the agency shall dismiss the chaises specified 
1 1 in such notice, or, if an order of removal and/or prohibitioQ 
l'"i Ih issued against the director or officer or other person, until 
l(i the effective date of any such order. Copies of any such 

17 udlice siiall also be served upon the bank of which he is a 

18 director or officer or in the conduct of whose affairs he has 
U' jMirticipated. 

■->! " (fi) In respect to any director or officer of a national 

L'l baukiug association or n Disdict bank, or any other person 

i2 TvttTn-il to in pnragrajih (2) or (t) of this subsection, the 

'i? Ooitiptroller of tlie Currency may, if he deems it necessary 

Sfc Eur the protection of tlie bank or the interests of Its depositors 

5 jhkt awh director or officer be suspended from office or pro- 
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1 hibited from fiirtlier paiticipation in any manner m the coq- 

2 duct of the aflairs of the bank, certify the facts to the Board 

3 of Governors of the Federal Reserve System. 

4 " (7) In the ease of a certification to the Board of Gov- 

5 emors of the Federal Reserve System under paragraph 

6 (2) or (4) of this subsection, the Board may serve upon 

7 the director, officer, or other person involved, a written 

8 notice of its intention to remove him from office and/or to 

9 prohibit him from further participation in any manner in 

10 the conduct of the aflairs of the bank. In the case of a cer- 

11 tification to the Board of Governors of the Federal Reserve 

12 SjTstem under paragraph (6) of this subsection, the Board 

13 may by written notice to such effect served upon such direc- 

14 tor, officer, or other person, suspend him from office and/or 

15 prohibit him from further participation in any manner in 

16 the conduct of the affairs of (he bank. Such suspension 

17 and/or prohibition shall become effective upon service of 
IS such notice and, unless stayed by a court in proceedings au- 
19 thorized by subsection (f) of this section, shall remain in 
^ effect pending the completion of the administrative proceed- 
21 ings pursuant to the notice served under the first sentence of 
^ this paragraph and until such time as the Board shall dis- 

23 miss the charges specified in such notice, or, if an order of 

24 removal and/or prohibition is issued against the director or 

25 officer or other person, nntil the effective date erf any sudi 
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1 order. Copies of any such notice shall also be served upon 

2 tlie bnnk of wlucL he is a director or ofBcer or in the conduct 

3 of whose affnirg ho has participated. For the purposes of 

4 this paragi-nph and paragraph (8) of this subsection, the 

5 Comptroller of the Currency shall he entitled in any case 
<» Involving a isiitional bank or a District bank to sit as a inem- 
7 ber of tbe lionrd of Govt-rnors of llic Federal Kc8er%'e Sys- 
^ torn and to participate In its deliberations on any snch case 
^ and to vote (Iiureon in all respects as a member of sncli Board. 

1^ " (8) A notice of intention to remove a director, officer, 

11 or otlier person fmui office and/or to prohibit his partidpa^ 

^^ tion in the conduct of the nffaii's of an insured bank, shall 

13 contain a statement of the facts constituting groimds therefor, 

11 and shall fix a time and place at which a hearing will be held 

!■'' thereon. Such hearing shall be fixed for a date not earlier 

^^ than thirty days nor later than sixty days after the date of 

1*^ ser\'ice of such notice, unless an earlier or a later date is set 

'^ by the agency at the request of (A) such director or oflGcer 

1** orotlierper3»n,andforgoodcauseshown,or (B) theAttorney 

-" General of the United States. Unless such director, officer, 

-^ or other person shall appear at the hearing in person or by 

^ a duly authorized representative, he shall be deemed to have 

-'' consented to the issuance of an order of such removal and/or 

•^ proliihition. In the event of such consent, or if upon the 

-^ record made at any such hearing the agency shall find that 
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1 any of the grounds specified in such notice hns been estab- 

2 lished, the ngency may issue such orders of suspension or re- 

3 nioval from office, nud/or prohibition from participation in 

4 tlic conduct of tiie nEFnirs of the bank, as it may deem appro- 

5 priatc. Any such order shall become elective at the expira- 

6 ttoii of thirty days after service upon such bank and the 

7 director, officer, or other person concerned (except in the case 

8 of an order issued upon consent, which shall l)ecome effective 

9 at tlic time specified therein) . Such. order shall remain effec- 

10 tive and enforceable except to such extent as it is stayed, 

11 modified, terminated, or set aside by action of .the agency or a 

12 reviewing court, 

13 " (f) Within ten days after any director, officer, or other 
1^ pcreon has been suspended from office and/or prohibited 
1j fioin |>articJpntion in flie conduct of the alTaivs of an insured 

16 bank under subsection (e) (5) or (e) (7) of this section, such 

17 dii-ector, officer, or other person may apply to the United 

18 Elates district court for the judicial district in which the home 

19 office of the bank is located, or the United States District 

20 Ca:\rt for the District of Columbia, for a stay of such sus- 

21 pension and/or prohibition pending the completion of the 

22 administrative proceedings pursuant to the notice served upon 
'-■'* siKih director, officer, or other person under subsection (e) 
"■* (1)' {«) (3), or (e) (7) of this section, and such court shall 
25 have jurisdiction to stay such sasoension and/or prohibition. 
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1 " (g) ( 1 ) Whenever any director or officer of an insured 

2 iiank, or other person iHirticijinting in (lie conduct of tlie 
G alTairs of such hank, is charged in any iiifornintion, iudict- 

4 ment, or complaint authorized hy a United States attorney, 

5 with the commission of or participation in a felony involving 
G dishonesty or hreach of trust, the apiuopriate Federal hank- 

7 ing agency may, hy written notice served upon such director, 

8 officer, or other person suspend him from office and/or pro- 

9 liihit him from further participation in any ninnner in the 
lU conduct of the affairs of the hank. A copy of such notice shall 
n also be served upon the hank. Such suspension and/or pro- 

12 hibition shall remam in efTect until such infonnation, indict- 

13 mcnt, or complaint is finally disposed of or until terminated 
11 hy the agency. In the event that a judgment of conviction 

15 with respect to such offense is entered against such director, 

16 officer, or other person, and »t such time as such judgment is 

17 not subject to further appellate re\-iew, the agency may issue 

18 and serve upon such director, officer, or other person an 

19 order removing him from office and/or prohibiting him from 

20 hirtlier participiition in any mnaiier in the conduct of the 
21' afhin of the bank except with the consent of the appropriate 

. A copy of such order shall also be served upon such 

lon flueh director or officer shall cease h> be a 

tr of such bank. A finding of not guilty or 

;a shall not preclude the agency 
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1 from thereafter instituting proceedings to remove such di- 

2 rector, officer, or other person from office and/or to prohiljit 

3 hirtlicr pnrticipation in imiik nfTuii's, iHirsLnuit to paragraph 

4 (1), (2), (3), (4), or (7) ot subsection (e) of this 

5 section. 

" (2) If at tiny time, because of the suspension of one 

7 or more directors pursiinnt to this section, there slioll be on 

8 the board of directors of a national bank less tlmn a quorum 

9 of directors not so suspended, all powers and functions vested 

10 in or exercisable by such board shall vest in and be ezer- 

11 cisable by the director or directors on the board not so sus- 

12 pended, until such time as there shall be a quorum of the 

13 board of du'ectors. In the event all of the directors of a na- 

14 tional baoii: are suspended pursuant to this section, the Comp- 

15 troUer of the Currency shall appoint persons to serve tempo- 

16 rarily as director in their place and stead pending the terrai- 

17 nation of such suspensions, or until such time as those who 

18 have been suspended, cease to be directors of the banli and 

19 their respective successors take office. 

20 " (h) (1) Any hearing provided for in this section sliall 

21 be held in the Federal Judicial district or in the territory in 

22 which the lionie office of tlie bank is located unless the party 

23 nlTordcd the hearing consents to anotlicr place, and sliall be 

24 coudiictcd in act^ordinn'c with the ju-ovisionfi of the A^ 
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3 ing ftfeHf^ chniiler 5 of title 5 of the United States Code. 

4 Suck luariiig nknll Ix^ jniblic uiilesi the aiipmprlaUt 

5 Fi'flrrnl hntiking (ifjninj, in it.t tlincretion, after connitlei'- 
G hiff the vii-wA of the pfiiii/ afforih-d the hfoiiiij/, dt-ftr- 

7 niinen that n private hearing would he in Ike puhlic iiitere^. 

8 After such hearing, and within ninety days after the appro- 

9 priate TedenU banking agency or Board of Governors of 

10 the Federal Reserve System has notified the parties that 

11 the case has been submitted to it for final decision, it shall 

12 render its decision (which shall include findings of fact 

13 upon which its decision is predicated) and shall iasne and 

14 serve upon each party to the proceeding an order or orders 

15 consistent with the provisions of this section. Judidsl re- 

16 view of any siidi order shall be exclusively as provided ia 

17 fliis subsection (ii) . Unless a petition for review is timely 

18 filed in a court of appeals of the United States, as her^nafter 

19 provided in paragraph (2) of this subsection, and thereafter 

20 until the record in the proceeding has been filed aa so pro- 

21 vided, the issuing agency may at any time, upon such notice 

22 and in such manner ss it shall deem proper, modify, tei^ 

23 minate, or set aside any such order. Upon such filing of 

24 the record, the agency may modify, terminate, or set aride 

25 any such order with permission of the court. 
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1 "(2) Any party to the proceeding, or any person 

2 required by an order issned under this sectioa to cease and 

3 desist from any of the vioiations or practices stated therein, 

4 may obtain a review of any order served pursuant to para- 

5 graph ( 1 ) of this sulisection (other than an order issued with 

6 the consent of the bank or the director or officer or other pcr- 

7 son concerned, or an order i^ued under pamgrai* ( 1 ) of sub- 
S section (g) of this section) by the filing in the court of 
9 appeals of the United States for the circuit in whidi the 

10 home office of the bank is located, or in the United States 

11 Court of Appeals for the District of Columbia Circuit, within 

12 thirty daj's after the date of service of such order, a written 

13 petition praying that the order of the agency be modified, 

14 terminated, or set aside. A copy of such petition shall be 

15 forthwith transmitted by the clerk of the court to the agency, 

16 and thereupon the agency shall file in the court the record 
1"^ in the proceeding, as provided in section 2112 of title 28 
18 of the United States Code. Upon the filing of such petition, 
^^ such court shall have jurisdiction, which upon the filing of 

20 the record shall except as provided in the last sentence of said 

21 paragraph (1) be exclusive, to affirm, modify, terminate, 
^ or set aside, in whole or in part, the order of the agency. 
23 Review of such proceedings shall be had as provided in 
^ ^e A d mini s trat i v e Prooodmo A«t chapter 7 of title 5 of 
25 (he United Stales Code, except that in caaea referred to in 
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1 itctiim 70()(2)(IC) of Iktil tUU; the court shall, in Una 

2 of file rate act forth in that section, vet aside at/ency 

3 action, findings, and cmicluaimia found to be umaititoiied 

4 % the weif/kt of Uie eoitlence. Ttie judgment aud decawe 

5 of tlic court sliall bo filial, except that the same shall he sd)»- 

6 jcct to review by the .Supremo Court upon certiorari, as 

7 pro\'ided in section 12'54 of title 28 of the United Stales 

8 Code. 

9 "(3) The commencement of proceedings for judidal re- 

10 view under paragraph (2) of this subsection shall not, noless 

11 specifically ordered by the court, operate as a stay of any 

12 order isaied by the agency. 

13 "(i) The appropriate ^Federal banJdng agei^ may in 

14 its discretion apply to the United States district ootut, or 

15 the United States court of any territory, within the jmiB^o- 
1^ tion of which the home office of the bank is located, for the 
17 enforcement of any effective and outstanding notice or order 
^8 issued under this section, and such courts shall have juria- 
^^ diction and power to order and require complianoe 
~^ therewith ; but except as othenvise provided in tliis section no 
21 court shall have jurisdiction to affect by injuncfoin or other- 
^ wise the issuance or enforcement of any notice or order imdeT 
-^ this section, or to review, modify, suspend, terminate, or Ht 
24 aside any such notice or order. 
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1 " (j) Any director or officer, or fonner director or offi- 

2 cer of an insured bank, or any other person, agwnrt whom 

3 there is outstanding and efFective any notice or order (friiidi 

4 is an order %^icb has become final) served upon sach direc- 

5 tor, officer, or other person under subsections (e) (5) , 

6 (e) {^) , (e) (8) , or (g) of this section, and who 

7 (i) partidpates in any manner in the conduct of the affairs 

8 of the bank involved, or directly or indirectly solicits or 

9 procures, or transfers or attempts to transfer, or votes or 

10 attempts to vote, any proxies, consents, or authorizations in 

11 respect of any voting rights in such hank, or (ii) without 

12 the prior written approval of the appropriate Federal hank- 

13 ing agency, votes for a director, serves or acts as a director, 

14 officer, or employee of ajiy bank, shall upon conviction be 

15 fined not more than $5,000 or imprisoned for not more than 

16 one year, or both. 

1' " (k) As used in this section (1) the terms 'cease-and- 

18 desist order whirfi haa become final' and 'order which has 

18 become final' mean a cease-and-desist order, or an order, 

20 issued by the appropriate Federal banking agency with the 

21 consent of the bank or the director or officer or other person 

22 concerned, or with respect to which no petition for review 

23 of the action of the agen<^ has been filed and perfected in 

24 a court of appeals as spetafied in paragraph (2) of subsec- 
23 tion (h), or with respect to which &e action of tiie conrt 
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1 in whidi said petitioit is bo filed is not subject to Anther 

2 review by the Supreme Court of the United States in pro- 

3 ceedinga provided for in said paragraph, or an order issaed 

4 under paragraph (1) ofsubsection (g) ofthis section, and (3) 

5 the term 'violation' includes without limitatioa any action 

6 (alone or with another or others) for or toward causing, bring- 

7 ing about, participating in, counseling, or aiding or abetting 

8 a violation. 

9 " (1) Any service required or authorized to be made by 

10 the appropriate Tederal banking agency under this section 

11 may be made by registered mail, or in such other mann^ 

12 reasonably calculated to give actual notice as the agency nuy 

13 by regulation or otherwise provide. Copies of any notice or 
1^ order served by the agency upon any 8tate bank or any 
1^ director or officer thereof or other person particnpating in liie 

16 conduct of its affairs, pursuant to the provisions of this seo- 

17 tion, shall also be sent to the appropriate State supervisoiy 

18 authority. 

19 " (m) In connection with any proceeding under «ib- 
^ section (b) , (c) (1) . or (e) of this section involving an in- 

21 sured State bank or any director or officer or other person 

22 participating in the conduct of its afialrs, the ai^ropriate 

23 federal banking agency shall provide the appropriate State 

24 supervisory authcmty with notice of the agency's intent to 

25 institute such a proceeding and the grounds therrfor. Unless 
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1 within sucli time as the Federal baokiiig agency deems ap- 

2 propriate in the liglit of the ciroimistances of tlio case (wliicli 

3 time must be specified in tlic notice prescribed in the preced- 

4 ing sculence) satisfactory con-ective aclJon ia effectuated by 

5 action of the State supervisory authority, the agency may 

6 proceed as provided in tliis soctioii-t Provi t hd, howi ' vcvi That 

7 HO . No bank »r other imrty who is the subject trf iiny 

8 notice or order issued by the agency uuder this section shall 

9 liave standing to mise the reqturemeuts of this subsection ns 

10 ground for attacking the validity of any such notice or order. 

11 " (n) In the course of or in connection with any pro- 

12 cecding under this section, the agency conducting the pro- 

13 ceeding, or any member or designated representative thereof, 

14 including any person designated to conduct any hearing 

15 under this section, shall have the power to administer oaths 

16 and afBrmations, to take or oause to be taken depositions, 

17 and to issue, revoke, quash, or modify subpenas and sub- 

18 2)ctiiis dueoB tcouiii; and such ii^fcncy U einiHtwercd to make 

19 ndes and regulations with respect to any such proceedings. 

20 The attendance of witnesses and the production of documents 

21 provided for in this subsection may be refjuired from any 

22 place in any State or in any territory or other place subject 
-i to the jurisdiction of the United Stat«s at any designated 

24 place where such proceeding is being conducted. Any party 

25 to proceedings under this section may npply to the United 
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1 States District Court for the District of Colninbia, or the 

2 United States district court for the judicial cUstrict or Hie 

3 United States court in any territory in which such proceeding 

4 is being conducted, or where the witness re^des or carries 

5 on business, for enforcement of any subpena or subpena 

6 duces tecum issued pursuant to this subsection, and such 

7 coui-ts shall have jurisdiction and power to order and require 

8 compliance therewith. Witnesses subpcoaed under this seo- 

9 tion shall be paid the some fees and mileage that are paid 

10 witnesses in the district courts of the United States. Any 

11 court having jurisdiction of any proceeding instituted under 

12 this section by an insured bank or a director or officer 

13 thereof, may allow to any such party such reasonable 

14 expenses and attorneys' fees as it deems just and proper; 
1"' and such expenses and fees shall bo paid by the hank or 

16 from its assets." 

17 Sbc. 203. Subsections (b) and (c) of section 10 of the 

18 Federal Deposit Insurance Act (12 U.S.C. 1820 (b) , (c) ) 

19 are amended to rend as follows : 

20 " (b) The Board of Directors shall appoint examiners 

21 who shall have power, on behalf of the Corporation, to ex- 

22 amine any insured StAte nonmemher bank (except a Dis- 

23 triot bank) , any State nonmemher hank making appli- 

24 cation to becx)me an insured bank, and any closed insured 

25 bank, whenever in the judgment of the Board of Directors 
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1 an exammatioii of the bank is necessary. In addition to the 

2 ezaminations provided for in the preceding sentence, such 
8 examiners shall have like power to make a spetnal examinar 

4 tion of any State member bank and any national bank or 

5 District bank, whenever in the judgment of the Board of 

6 Directors such special examination is necessary to deter- 

7 mine the condition of any such bank for insurance purposes. 

8 In making examinations of insured banks, examiners ap- 

9 pointed by the Corporation shall have power on behalf of 

10 the Corporation to moke such examinations of tbe affairs of 

11 all affihates of such banks as shall be necessary to disclose 

12 fiUly the relations between such banks and their affiliates 

13 and the effect of such relations upon such banks. Each 

14 examuier shall have power to make a thorough examination 

15 of all of tbe afiairs of the bank and its afBUates, and shall 

16 make a full and detailed report of the condition of the 

17 bank to the Corporation. The Board of Directors in like 

18 manner shall appoint claim agents who shall have power to 

19 investigate and examine all claims for insured deposits. 

20 Each claim agent shall have power to administer oaths and 

21 aflinuations and to examine and to take and preser\'e testi- 

22 mony under oath as to any matter in respect to claims 

23 for msured deposits, and to issue subpenas and subpenas 

24 duces tecum, and, for the enforcement thereof, to apply 

25 to tbe United States district court for the judicial district 
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1 or the United States court in any territory in which the 

2 main office of the bank or affihate thereof is located, or in 

3 vhich the witness resides or carries on buuness. Sodi c(Hiits 

4 shall have jurisdiction and power to order and require com- 

5 pliance with any sudi sabpena. 

6 " (c) In connection with examinations of insured banks, 

7 and affiliates thereof, the appropriate federal banking agency, 

8 or ite designated representatives, shall have Uifi power 

9 to administer oaths and affirmations and to examine and to 

10 inke and preserve testimony under oadi as to any matter in 

11 respect of the affairs or ownership of any such bank or affili- 

12 ate thereof, and to issue subpenas and subpenas duces tecum, 

13 and, for the enforcement thereof, to apply to the United 

14 States district court for the judicial district or the United 

15 States court in any territory in which the main office of the 

16 bank or affiliate thereof is located, or in which the witness 

17 resides or carries on business. Such courts shall have juiis' 
IB diction and power to order and require compliance with any 

19 such subpena. For purposes of this section, the term 'affiliate' 

20 shall have the same meaning as where used in section 2(b) 

21 of the Banking Act of 1933 (12 U.S.C. 221a(b) ) except 

22 that the term 'member hank' in said section 2 (b) shall be 

23 deemed to refer t« an insured bank." 

24 Sbc. 204. The first five sentences of section 8 (a) of the 
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1 Federal Deposit Insurance Act {12 U.8.C. 1818 (a)) are 

2 amended to read as follows: 

3 "Sec. 8. (a) Any insured bank (except a natiooal 

4 member bank or State member bank) may, upon not less 

5 than ninety days' written notice to the Corporation, termi- 

6 nate ite status as an insured bank. Whenever the Board 

7 of Directors shall find that an insured bank or its directors or 

8 trustees have engaged or are engaging in unsafe or unsound 

9 {oactices in conducting the business of sudi bank, or is in an 

10 unsafe or unsound condition to continue operatlcms as an in- 

11 sured bank, or violated an applicable law, rule, regulation 

12 or order, or any condition imposed in writing by the Corpora- 
ls tion or any written agreement entered into with the Corpora- 

14 tion, (ie Board of Directors shall first give to the Comptroller of 

15 the Currency in tlie case of a national bnnk or a District bank, 

16 to the authority having supervision of the bank in the case of 

17 11 State bank, and to the Board of Qovemors of the Federal 

18 BescH'e System in the oa£o of a State member bank, a 

19 statement with respect to such practices or vioktions for 

20 the purpose of securing the correction thereof and shall ff.ve 

21 a copy thereof to the bank. Unless such correction shall 

22 be made withk one hundred and twenty days, or such shorter 

23 period not loss than twenty days fixed by the Corporation 

24 in any oase where the Board of Directors in its discretion 
2^ has determined that the insuranoe risk of the Corpora- 
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1 tion is unduly jeopardized, or fixed by die CcnnptroIIer 

2 of the Currency in the case of a national bank, or the 

3 State authority in the case of a State bank, or Board of 

4 GoTemoi? of the Federal Reserve System in the case of 

5 a State member bank as the case may be, the Board of 

6 Directors, if it shall detennine to proceed furtber, shall 

7 give to the bank not less than thirty days' written notioe of 

8 intention to terminate the status of the bank as an insored 

9 bank, and shall fix a time and place for a hearing before the 

10 Board of Directors or before a poi-son desigitnted by it to con- 

11 duct such hearing, ot M'liich evidence may be produced, and 

12 upon such evidence the Board of Directors shall make 
l<t written findings which shall be oonclusive. If the Board 
1^ of Directors shall find that any unsafe or nnsonnd practice 

13 or condition or violation specified in sudi statement has 
1^ been establisdied and has not been corrected within the 
17 time above prescribed in which to make such corrections, 
1^ the Board of Directors may order that the insured status 
1^ of the bank be terminated on a date subsequent to sndi 

20 finding and to the expiration of the time specified in sat^ 

21 notice of intention. Unless the bank shall appear at the 

22 hearing by a duly authorized representative, it AaH be 

23 deemed to have consented to the termination of its status as 

24 an insured bank and termination of such status thercnpon 
23 may be ordered. Any insured bank whose insured Btattis 
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1 has been terminated by order of ibe Board of Directors tmdo' 

2 tins subsection ^lall have the right of judic^ review of safii 

3 order only to the same extent as provided for the review of 
i orders under subsection (h) of this section." 

5 Sec. 205. Subsection "Fourth" of section 9 of the Fed- 

6 eral Deposit Inararanoe Act (12 U.8.C. 1819 "Fourth") 

7 is amended to read as follows : 

8 "Fourth. To sue and be sued, complain and defend, in 

9 aay court of law or equity, State or Federal. All suits of a 

10 civil nature at common law or in equity to which the Cor- 

11 poration shall be a party shall be deemed to arise under the 

12 laws of the United States, and the United States district 

13 courts shall have original jurisdiction there<^, vritiiout regard 

14 to the amount in controversy; and the Corporation may, 

15 without bond or security, remove any such action, suit, or 

16 proceeding from a State court to the United States district 

17 court for the district or division embnu:ing the place where 

18 the same is pending by following any procedure for removal 

19 now or hereafter in effect : ~ P tt mikd, ¥hftt, except that iiny 

20 sjiKh suit to wliii-li the (Jorpoiatioii in ii imrtv in its tnpacity as 

21 receiver of a State binik and which involves (inly the rights or 

22 obligations of depositors, creditors, stockholders, and such 

23 State bank under State law shall not be denned to arise 

24 under the laws of the United States. No attat^mient or 

25 execution shall be issued * against the Corponiti<m or its 
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1 property before iiiuU judgment in any suit, action, or pro- 

2 ceeding in any State, county, miinicipeJ, or United States 

3 court The Board of Directors shall designate an agent aptm 

4 whom service of process may be made in any State, Teni- 

5 tory, or jiirisdiction m which any msured bank is located." 

6 Sec. 206. Nothing contained in this title shall be con- 

7 stnied to repeal, modify, or affect the provisions of Bection 19 

8 of the Federal Deposit Insurance Act {12 U.S.O. 1829). 

9 Sec. 207. Section 30 of the Banking Act of 1833 (12 

10 U.S.O. 77) is hereby repealed. 

11 TITLE III 

12 INCREASE IN INSUBANCE LIMIT 

13 Sec. 301. (a) The first sentence of section 3{m) of 

14 the Federal Deposit Insurance Act (12 U.8.0. 1813 (m) ) 

15 is tiinended by dianging "$10,000" to read "$15,000". 

IW (b) The first sentence of section 7(i) of the Federal 

17 Deposit Insurance Act (12 U.S.C. 1817 (i) ) is amended 

18 by changing "$10,000" to read "$15,000". 

19 (c) ITie liist sentence of section 11 (a) of the Federal 
^> Deposit Iiistu-ance Act (12 U.S.C. 1321(a)) is amended 
21 to read: "The mnximuni amount of tlie insured deposit of 
32 luiy depositor shall be $15,000." 

a» (d) The fifth sentence of section 11 (i) of the Federal 

a* Doimsit Insnrance Act (12 U.S.C. 1821 (i) ) is amended 

a( Uv changing "$10,000" to read "$15,000". 
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1 (e) Section 401 (b) of title IV of the National Hons- 

2 ing Act (12 U.S.C. 1724(b)) is amended by dianging 

3 "$10,000" to read "$15,000" each place It appears therein. 

4 (f) Section 405(a) of title IV of the National Hous- 

5 ing Act (12 U.8.C. 1728(a)) is amended by changing 

6 "$10,000" to read "$15,000". 

7 (g) The amendments made by this section shall be 

8 effective only with respect to claims accruing after the date 

9 of enactment of this Act- 
io TITLE IV—EXPIRATION 

11 Sec. 401. The provisions of titles I and II of ihia Act 

12 and any proviMona of law enacted by said titles shall be effec- 

13 tive only during the period ending at the close of June 30, 
1* 196S. Effective vpon the expiration of such period, each 
1" procision of law amended by this Act is further amended to 
1" read as it did immediately prior to the enactment of this Act 
1"^ and each provision of law repealed by this Act is reenacted. 
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(The following infonnaticm was sulHoitred for tiie record:) 

Hoc^ or BxPBEHEirrATTraa, 
OoMiarnx os Basurq Aim CumnoT, 

WMitftifffoN. D.C^ Amrft Af. J9S6. 
Hon. JoB^ E. MosB. 
Route of Beprttentativet, 
Wathinffto», D.C. 

Deab CoLLKAcrE : On M<M>da7. Aocmt 22, the Senate pOMed S. S158, a bUl to 
broaden the antboritr o( federal agcnctcK which mipeTTiae ftmnditl InsUtotlmu. 

The b>li In the form which it paaeed ixorides for hearings with re ap c ct to "cease 
and desist" orders and oiden soapendlns from offloe dlieotoca, olken, and em- 
plojeee ol fede^aUr insured finanrtal institatlcns. While S. 3158 proTldea that 
awA Iiearings be conducted in Mxordance with tlw AdminiatratiTe Pnicednie Act, 
the UU also pro>ride« that they be conducted in eecvrt nnleae botb parties agree 
to public hearings. I think this la very bad poller Inasmodi as man ottea than 
DOt piAUc hearings are definite in the p(d>Ue liMenet. raitbemioie^ secret 
bearings smack of "star chamber" proceedings eniirelj- alien to our systHn ot law 
and procednral dne pnnxB^. Secret Itearings are very o&nsaal and I am Infonned 
that the Secnritles and Exchange CmumlasfaHt. for exam[^ bdUa pabUc bearings 
on reroking a etocktiroker'^ registration. In effect potting him out of bulnesB. 
This Is becBuee of the public Iniere^ involTed and because <tftlie gnat -pHndide 
that a democratic fonn of gorerntnent most be conducted In the open- 

ODlj where national eecurity is concemed or where a criminal luTeaUgatlon is 
inrolred shonld gorerruncot proceed behind closed doors. 

As }'ou hare, no doubt, concluded, mj reason for writing ;oo about this subject 
is whether, in yoar opinion, this prDTisl<»i for secret hearings c<MttBined In 8. 
3158, a copy of which is attacbed. Ti<riatee both the letter and C|drlt of PnbUc Law 
8a-487. the Act you sponsored ctarifjing and protecting the right of U»e poUlc to 
information. 

Since I plan to call S. 3158 up soon for consideration by the Banking and Gnr- 
rency Committee. I wonld an>reciate ronr earlj rei^. 
Sincerelr. 

WamEi Patkan, Ohalrmati. 

House oy Repbesextatitbs, 
FoBEiaN Ofbbations ard Govbbnmeiit Infobuatios SuBoouHrmet, 

OF THE COUUnrEE ox GOTEBXICENT OPKMATII»]fS, 

WathiHoton. D.C., AttffiMt 2A, iMff. 
Hon. Wbioht Patuak. 
V.8. Hou»e of Repre»entative». 
Raybwrn H.O.B., Wathington, D.C. 

Deab Wbiort : Thank you for }-our letter of August 24. 1966 asking for my 
commmtfl on a provision of S. 3158 which wonld permit hearings before Federal 
agencies which supervise flnaucial institutions to be h^d in secret nnleoa tioth 
parties agree to public hearings. 

I believe such a provision would be a clear contradiction of the intent of Poblic 
I>aw 8d-4S7 wblcb has Just been passed by the Congress after the most carefol 
consideration of issues of government secrecy almost IdentltsEil to the laoblem 
which would be created by S. 3158. 

Two sections of PublEc Law 8f)-487 are pertinent to the proposed secret meet- 
ing section ot S. 3158. Subsection (d) states that Federal agencies Buch am the 
Board referred to in S. 3158 shall keep a record of final votes which shall be avBll- 
uble for publEc inspection. During deretopmeut and consideration of Public 
Law RI>-48T we took into account the question of open meetings of the agencies 
whose votes were to be made public and decided it would violate the qMt of 
our democratic system to include any language speciflcally permitting secret 
sessions of Federal boards. 

The problem of Informatiou involving tlnanciai institutions was qtecillcally 
considered in connection with Subsection (e) (8) which exempts from tbe pabllc 
records provision infoniiutlon contained in reports prepared by Federal agencies 
responsible for tbe regulation or supervision of financial instltutitms. If tbeze 
Ud been an intent to i>ennit secret meetings by boards of agencies regulating 
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financial loBtltntlDna, tlilB fact would have been clearly set fertli. It Is my belief 
that tbn Congress Incladed in Public Law 80-487 all of tbe protection tbat la 
adyisablp for iufonnatlon from Federal agencies regulating financial Institatlona. 
A provision similar to tliat proposed for S. 3158 Is Included la regulatlona 
governing access to information abnut loan applications filed witb tbe Rural 
BlectriflcattoD Administration. In this case basic information aboat the loan 
application is withheld from the public only upon the specific request of the 
applicant and only after a clear showing that the release of such informatiim 
would be damaging. It bas been the experience of the REA that there are very 
few requests for confideatlality about loan applications, and almost none of the 
requests are granted. Therefore, it appears to me that the secrecy provision in 
S. 3158 is an unnecessary provision. I think it clearly violates the spirit of 
Public Law 8&-487 and would be a step back toward excessive government 
secrecy. 

Sincerely, 

John E. Moss, Chairman. 

The American Baneebs Absocutton, 

New York, S.7.. BeptemberW, 1966. 
Hon. Wbioht Patuah, 

Chairman, Committee on Banking and Currency, 
V.8. Sovae of Repretentativei, 
Wathinffton, D.C. 

Deab Mb. Chai&man : Thank you for tbls opportunity to ctHument on 8. 3158, 
as passed by the Senate. 

The bill before you would provide the Federal banking agencies with fieiible 
tools to enable them to more effectively fulfill the responsibilities with whicb 
they are charged. The American Bankers Association Is in full agreement with 
this objective, provided that the Interests and rights of all concerned are ade- 
quately protected. We believe that S. 3158 meets these criteria and, accordingly, 
urge that it receive the favorable consideration of your Committee. 

From the time this legislation was first proposed, The American Bankers Asso- 
ciation bas made It clear that bankers are sincerely interested in legislation 
which will help assure that the banking industry Is kept sound, and free of 
undesirable elements. Any other attitude on the part of the banking community 
would be irresponsible. At the same time we have urged that care be taken in 
the fashioning of such legislation to preserve tbe authority of State banking 
departments and to assure continuation of traditional administrative and 
judicial safeguards for the individuals and institutions affected. In our view 
the provisions of S. 3158 fully reflect these Important principles and It is on 
tbls baais that we urge its acceptance. 

At the present time the Federal banking agencies, in dealing with serious 
problem cases Involving either unsafe or unsound practices or dereliction on the 
part of individuals, have available to them only such extreme penalties as 
closing the bank or withdrawing of insurance. When taken, snch steps can be 
particularly damaging to a community and to the bank's depositors. The threat 
of severe action to obtain necessary corrections is often impractical, but where 
successful may deprive Individuals of tbeir right to a hearing and Judicial 
review. The bill under consideration provides tools which might be described 
as intermediate measures, designed to obtain necessary supervisory objectives 
without doing substantial damage to depositors, communities, or institutions. 

We are particularly pleased that in its present form S. 3158 precludes Federal 
action in the case of State-chartered banks where State agencies are made 
aware of a problem and are able to obtain the necessary CMrections. Ttiis provi- 
sion is of great Importance if we are to preserve the traditional division of 
authority between State and Federal banklug agencies. It is alao heartening 
that S. 3158 has not placed in the hands of any single individual the right to 
exercise the delicate, qtiasl- judicial function of removing an individual from 
his bank. Rather the bill provides tbat in tbe case of each agency this re- 
sponsibility shall be handled by a board, so that such decisions may be made on 
tbe basis of the balanced and collective judgment of a number of persons. 
Finally, we are pleased to note that although the bill would give to the agencies 
considerable latitude in the use of the proposed Intermediate tools, nevertheless 
administrative and judicial safeguards are spelled out with great particularity, 
while in the ease of officer-removal action authority is restricted to situations 
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Once again, we commend this bill to joat committee. 
Slncerelj' yours, 

Abohib K. Davis, PntideiU. 

IltDCPBKIHnT BAJIKEBB AASOdATTOIT OT AitwaxoA., 

Batik Omtre, Miim^ May 31, 1966. 
Hon. WuflHT Patuax, 
Houae Office Buitdiao. 
WMhl»ffli>n, B.C. 

Deak Conorbsbhax Patuan : The enclosetl remlatlons were adopted by ne 
Independent Bankers Aaeoclatlon at America during Its 32nd annual vamv^Utioa 
In Ias Vegas, Nerada tbls month and are forwarded to yon for your Information. 
Slncer^, 

Gene Moobb, Secretary. 

KSSOLUTIONS ADC 



Whereas The Independent Bankers Association of America has always been 
L-oncemed with the necessity for careful and scrupulous examination and super- 
vision of all banks. Including thorough scrutiny of ownership and management 
It; the various federal and state supervisory agencies In order that sound bank- 
ing practices be maintained for the protection of the depositors, and 

Whereas It Is the opinion of The Independent Bankers Association of America 
that the Federal supervisory agencies of the banking Industry cooperating in tbelr 
banking and procedural functions presently have adequate power and regnlatory 
authority to appropriately perform their duties In the protection of tbe public and 
the Industry when used with the attemess and diligence that tbe public requires 
and demands of Its public servants, and 

Whereas no expansion of this power (as relates to the banking Indnstry) is 
requisite for their proper fniictlouing, and 

Whereas 3. 3158 and H.R. 14169 are regarded as an unneceMary and Iiuideqnate 
substitute For the diligent application of existing authority In cooperation wttb 
each other and with State Bank Supervisory AnUioritiee, and U an unwarranted 
erosion and weakening of the dual liauking sytrtem In the United States, unsup- 
ported statistically : Now, therefore, be It 

Re»olved hy the Independent Bankers Asfociation of America, in oonreNHoK 
attemtled. That the incoming administration Is directed to Implement tbls TCsola- 
rion by vigorous opposition to the bills above referred to, and that a copy of this 
resolution be released to tbe press and printed in The INDBPGNDBNT BANKER, 
together with a request that tbe membership, after study, outline tbdr riewa by 
letter to their respective Senators and Congressman, and that a copy of tbls 
resolution be mailed to each memtier of the House and Senate Bankinc Ownmlt- 
tees and to the Supervisory Agencies, both state and national, irtdd) are tiw 
subjeete of the consideration of this resolution. 

MiNiuDu Wage 

Whereas H.R. 13912 providing for an Increase In tbe mlnlmnm wage and an 
extension of the a>verage of the Wage and Hour law, la clearly inflationary, 
compounding an already serious problem, and Is contrary to the AdminlstratlMi'B 
guide lines on wage Increases ; and 

Whereas an increase in tbe mlnlmnm wage could bare the effect of numerically 
limiting the opportunities for certain groups sncb as the young, the nnsklllsd utd 
the elderly, to obtain gainful employment, and thos foster unemployment and be 
self-defeating; and 

Whereas an increase in the minimum wage would be especially detrimental to 
small and medium size employers, and is therefore not In the g 
interest: Now, therefore, belt 
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Resolved by The Independent Bankert Atiocialion of Amerioa, That this Amo- 
c-iatlon oppose the adoption of legislation increasing tb« mlnlmam wage at Otis 
time ; and be it further 

Resolved, That this opposition be made public, and notice hereof be promptly 
communicated tothememitersof the Congress of the United States. 

RlOHT To WOBS 

Whereas The Independent Bankers Assodstlon of America Holds that it Is 
essential to the welfare of our nation to maintain the fmidamental prlndtdes 
of individual liberty and freedom of choice as well as the rights of the separate 
states to maintain their sovereignty ; and 

Whereas the Independent community-oriented banks have grown and devel<vod 
and have helped our country to prosper In a climate In which the rights of the 
Individual and of the separate states were not made subservient to and dominated 
by any single group or I^ the federal government (over functions which can l>e 
performed by the states ) ; and 

Whereas the compnl^on Inher^it in the concept of forced membership in any 
organization Is so contrary to the basic American principle of individual freedom 
of choice that the Congress in 1&4T Included Section 14(b) as a part of the Taft- 
Hartley Act allowing states to enact so-called Hight-to-Work laws (which pro- 
vide that a person need not belong to a union to keep a Job) ; and 

Whereas in a free society the privileges of getting or holding a job ought not 
to include compulsory membership any organization : Now, therefore, be it 

Resolved, That The Independent Bankers Association of America favors reten- 
tion of SecUon 14(b) of the Taft-HarUey Act which will permit the nineteen 
states which liave enacted Rlght-to-Work laws, to ke^ them on their statiAe 
books and also to permit such other states as may choose to adopt sncb laws ; 
and be it further 

Resolved, That the Secretary of this Association send a copy of this res(4ntion 
to the President of the United States, to the Secretary of Lalxtr, and to all mtxa- 
bers of the Congress of the United States. 
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IRDEPENDENT BAITKEBS ASSOCIATION, 

MinneapMs, Minn., Beptemher SI, 19$6. 
Hon. Wbioht PatuaM, 
Bamking and Citrrencv Committee, 
House of Representativet, 
Washington, D.C.: 

Independent Bankers Assodstlon Executive Council and appropriate commit- 
tees holding midyear review sessions here reaffirms OHioaition to S. SIEIS and 
H.R. 14159 as bad legislation overly filled with loose langnage granting broad 
unwarranted powers" to Federal supervisors upon their own generalised request 
and with no demonstrated need. Our submission will document these views In 
detail for your hearing record. Our independent banlcerB astonnded and dis- 
mayed by number of instances, almost beyond count, where punitive action Is 
provided for against banks, bankers, and officers of thrift Institutions based and 
premised on the opinion of Federal supervisors. Should administration u^Ing 
and Insistence seem to require enactment some version cease and desist proposals 
we strongly urge one year emergency or temporary enactment as in recently 
passed interest rate control l^slatlon to permit further comprebenslve hear- 
ings In the next session of dangerous grant of new powers here Involved. In 
single dramatic contradiction provided in present language we dte special pro- 
visions to Insure continued control by comptroller over national banks and quite 
contrary decision for superimposing of Federal administrators over primary his- 
toric and traditional supervisory authority of State supervisors. 

Best regards, 

Pat DuB<hb, 

Presidmt. 



Chairman, Federal LeaWattve Oommtttoe. 
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IT«iefram] 

WiLHnroTOir, N.C., May 10. 1M6. 
Chairmait WsraaT Paticah, 
Houte Bankiiv and Currency Committee, 
U.8. HQV«e of Repretenlativet. 
Wathington, D.C.: 

The North Caroliaa Savings & Loan League at Its apriag managers' ccxifer- 
i^nce has considered and dlacaaeed the effect of the [wc^MMed Senate blU S. 8168 
on the savlnga and loan indnatir. His leagne, by reatdntloD adopted without 
a dlBsentlng vote, has expreesed Its opposition to tbe adoption of this proposed 
bill for that it represents a drastic change from cgnventioiuil sapervisory pro- 
cedures vhich mar undermine present supervision. For Qie reason stated, 
S. 3158 should not be Miacted Into law. 

Tour consideration ot our owosition to this proposed bill Is requested, and we 
hope tbat 7on will join us in opposltliKi to tliis bill. 
Sincerely. 

NoBxa Cab(hjna Savinob & Loar Iaasub, 
H. W. WsBTwoKTB, B»eoittive Vice PreHdemt. 



[Telesram] 

New TOEE, N.T. 
Hon. Wright Patuah, 

ChaimMn, Committee on Banking and Currency. 
Howte 0/ Representativet, 
2129 Baybam House Office BtUldinff, 
Watkingtmt. B.C.: 

Last Friday the board of dlrectws of the National Association of Mtttoal 
SaTlngB Banks voted onanlmously to support your valnatrie amendment to the 
supervisory b^l Increasing the insurance celling on d^xwits. 

Obov^ W. BVBLBr, 
BmeoiMoe VUx Pmidatt, 
Nationdl AaaociatUM of Mutual Bavimffi Bwdk*. 



Mississippi Bankbbs Assooution, 

Jaoktoti, Mitt., May S7, 1988. 
Hon. Wbioht Patman, 

Chairman, Houie Banking and Currency Committee, 
House Offce Building, Washington, B.C. 

Deab Mb. Patuan: I trust that yon will And of interest the casfS of the 
resolution enclosed concerning S. 3158 and H.R 14169, either to be designated as 
the Rnanclal Institutions Supervisory Act of 1966. 
Sincerely yours, 

Leigh Watkihs, Jr., 

BxeouUioe Director. 

Rbsolution on Financiai. Institutions Sitpebvibobt Aot of 1966 

Whereas ample evidence has been presented to the Federal bank regulatory 
agencies concerning unsafe and unsound banking practices, and violations of 
law or regulations in a few banks and savings and loan associations, and 

Whereas the Federal agencies lack Intermediate corrective autbortty to deal 
with such situations shoit of taking such drastic action which dliecitly or 
Indirectly results In the closing of a bank, and 

Whereas there is demonstrated a need for the Federal agencies to posMas 
additional and more flexible supervisory tools provided th^ are accoa^Mnled 
by reasonable and adequate safeguards, and 

Wherea's proposed legislation now pending Iq the Congress, S. 3168 and H.R. 
14169, to permit the agencies to Issue cease-and-desist orders and to remove 
officers and directors, would, as presently drafted, fail to protect the ri^ts 
of individuals, institutions, and State banking authorities, and would con- 
centrate an undue amount of authority In single officials or agencieta, and 

Whereas the American Bankers Association has recommended ameadmmts to 
this proposed legislation which would not affect its Intent or prindplea but 
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would protect the rights of all concerned, fwovide that the authority requested 
be subject to traditional adminlBtratiTe and Judicial safegnardls, and aesore 
that the meaauree would be in the public interest as well as the beet interests 
of banking, and 

Whereas the goal of all bankers should be to rid the industrr of those who 
would destroy its good name and at the same time preserve the stroigth and 
dynamism of tbe dual banking system, 

It is hereby resolved. That tlie MiHalsslppl Bankers Association go on record 
in support of the position of the American Bankers Association on 8. 3158 and 
H.R. 14159 to amend those measures In the following respects : 

"With respect to the Comptroller of the Currency, any action taken should 
be tmbject to review by a board and such procedures as are already contained 
in existing law dealing with officer removal should be retained. That la, in 
the case of natlMial banks, flnal determination of a removal order would con- 
tinue to be made by the Board of Gkivemors of the Federal Reserve System. This 
existing autliorlty ISection 30, Banking Act of 1933) might also be expanded 
to Include cease-and-desist powers, subject to the same requirement of Bnal 
determination by the Board of Oovemors. 

Any action Involving a state member or insured nonmember bank could only 
be taken by the Federal Beserve Board or Federal Deposit Insurance Corpora- 
-tlon, as the case may be, after a showing that the appropriate state authority 
had failed to obtain the necessary corrections. Specifically, the Federal Re- 
serve Board In the case of state member banks and the ET>IC In the case of Insured 
nonmember banks should be required to give written notice to the appropriate 
state authority. Th^ could only proceed with cease-and-desist or officer removal 
orders If. after a reasonable time as determined by the aiq>ropriate ITederal 
agency, the state authority failed to take effective action. 

Several sections of the bill should he amended or deleted since tlie preneat 
language is. In some respects, too broad and may present serious dangers to our 
traditional administrative and judicial safeguards over executive action. 

I hereby certl^ that the above and foregoing is a true and correct copy of a 
Besolotion submitted to and adopted by the Mississippi Bankers Association in 
official convention assembled. 

Given under my hand and the seal of the Association this 27th. day of May, 
1906. 

Lekh Watkihb, Jr., 

Executive Director. 

Texas Baitkebs Assooiaiion. 

Austin, Tex., Auffiist f, 1966. 
Hon. WaioHT Patkan, 

Bouse of Representatives, Lonavsorth House OSlce Buildittff, 
Wafhinffton, D.C. 

Deas Mb. Patuan : The Legislative Committee of the Texas Bankers Associa- 
tion opposes S. 3158 known as the "cease & desist bill." "^e committee does 
not consider the bill necessary or desli^ble or in the public interett insofar as 
the measure pertains to state and national banks. 

The committee instructed me to make known to you Its views on this bill, 
with the request that you consider voting against the measure unless amended 
to delete the portions relating to supervision of state and national banks. 

A copy of an article which j-ust appeared in the Texas Bank^s Record (pub- 
lished July 30, 1966) is enclosed. We hope you will have time to read this short 
article as It sets forth the reasons for the committee's position in opposldm to 
S. 3158. 
Thank you for your consideration in this matter. 
Slncerdy yours, 

8am O. Kihbebin, Jr., 
Mxecutive Vice President. 

TBA Leoiblativb Couuittee Opposes "Cease and Desist" Bnx 



The Legislative Committee, Texas Bankers AsBociation. opposes S. SltSS, 
known as the "cease and desist bill." This position was first adi^ited by the 
Legislative Bsecutive Committee meeting In Austin, July 8. Later, the position 
was approved by the entire Committee on Legislation, and the Texas delegatl 
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In Gongresa was notMed tbat "tbe Committee does not consider 8. 3158 neceasar^, 
or desirable, or In tlie poblic interest." 

Present at the meetinK In Austin were Joe B. Wolverton, cbatmian of Uie 
T.B^. Legislative Committee, Charles L. Bybee, vice chairman, and ctxnmlttee 
members C. D. Acker, James W. Aeton, J. H. Bain, Henry Clay, Richard King III, 
Fred Smith, Arthur Stehling, Lawrence N. Wilemon, Bd Wroe, Jr., Sam Tonng, 
Jr., and National and State Bank Division Chairmen, Jack C. AdsmB and 
C. Troett Smith. From the T3.A. staff, Sam Kimberlin, Jr. and liConard Paes- 
more were in attendance. 

BIU. HAS BEER 0OHTB0VEB8IAI. SINCE ITS IlfTBODTTOnON 

8. 3158 has been a controversial bill since Its introductioiL The bill deals 
mostly with increased powers In tbe Federal Home Loan Bank Boaid over tbe 
savings and loan Industry. As for commercial banks, bowevei, the meaanze 
wonld similarly broaden authority lodged In federal bank supervisory agenciM 
officers and directors from office under certain circumstances. Tbe Comptroller 
of the Currency to issue cease and desist orders to banlu and to remove bank 
officers and directors from office under certain circumstances. The comptroller 
of the Currency has publicly announced bla opinion tbat such addlti(»ial power 
is not necessary to the proper supervision of national banks. 

There have been amendments suggested for the bill, the principal ones beii^c 
as follows: (1) The Comptroller of the Currency's power to remove oflk^v aa 
contained in the present national banking law should be retained, and, tf neces- 
sary, such provision in tbe present law could be expanded to give the Comptroller 
authority to Issue cease and desist orders to national banks. The present 
national banlilng law provisions have a built-in safeguard (which wonld be 
retained under this proposed amendment) in that the exercise of removal power 
is subject to Federal Reserve Board review. (2) A second suggested amendment 
pertains to the provisions of 8. S15S relating to state chartered banks. It haa 
been suggested that the F.D.I.C. be required, before removing an officer or 
director of a state bank or before issuing a cease and desist order to sniA 
bank, to notify in writing the appropriate state banking supervisory authority 
tbat it feels action Is necessary in the particular situation. If, after a reason- 
able time as determined by the federal agency, the state banking commissioner 
has failed to take effective action, the federal agency would be free to act. 
Under this proposal the determination of what constitutes "effective action" 
presumablly is to be determined by the federal agency, as well as determining 
what constitutes a "reasonable time." 

The effect of these proposed amendments, if both were adopted, would be to 
leave national banks In virtually the same position they occupy under present 
law but to increase federal supervisory authority over state (bartered banks. 
Tbe argument is made that the grant of additional powers over state banks is 
Justified because (a) the new authority merely gives the federal agencies an 
intermediate weap<Ki that can be used to prevent a situation from arising whlcli 
mlgbt ultimately require the drastic action of revocation of federal deiK>slt hi- 
snrance or expulsion from the Federal Reserve System, and <b) twelve or thir- 
teen states do not have statutes giving their banking commissioners cease and 
desist and removal of officer powers, and the thirty-seven or eight states (tnclttd- 
Ing Texas) that do lodge such authority In their commissioners are subject to 
political pressures that, at times, prevent the expeditious use of such powers. 

The T.B.A. Legislative Committee considered these proposed amendments In 
reachlDS tbe eonclnslon that the bill, even with such amendments, would not be 
In ttie pnblic Interest or in the interest of the dual banking system. In Texas it 
haa never been necessary for the Texas Banking Commissioner te formally dte 
an offlcw or director for removal, although resignations have been made at hla 
•nneatton. As for our State there is no reason or need for concurrent authority 
In Qie F.DJ.O. to remove an <^cer or director or te Issue a cease and desist order, 
fortnnttdr tbe'rdatlo&s&ip between this F.D.I.C. District Office and the Texas 
»*iiMiH D^utment la excellent and cooperation close. 

CHtIiv tedenl agencies the power te Insist tbat state banking eommisaloners 

ti aetkMi latlaltctory to the federal government against state banks or their 

ineil, or oUiervlae the federal agency will take such action, has the effect of 

.uif-flM atates junior partners to the federal government. This would not 

to be In tlie Intereat of atMe banking unless state banks are so infiltrated 
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wltb etaarpsters that the pnbllc interest U affected and onleBs state aatborltleB 
cannot or will not act to correct the situation. Nothing indicates either sltnaCiMi 
exists at this time. As far as the Texas Banldng Department Is concerned, no 
one is ready to concede that It needs to have the federal government looldng over 
Its shoulder to assure the proper discharge of Its duties. 

In the last year or so there tias been a reawalcening of Interest throngtaont tlie 
nation In modernizing state banking laws and strengthening state banking Buper- 
Tlsory agencies. Olilahoma and Pennsylvania and other states have recently re- 
vised completely or adopted entirely new banking codes for their states. Other 
states are In the process of making similar revisions. This laudable program 
among the states li&s the support of every banking trade association. At least in 
this instance It can t>e accurately said that the several states are striving to ac- 
cept and exercise responslbflity for supervision of their state banking systems. 
Thus the old argument that increased federal control Is necessary because the 
states will not accept their responeibilltles has no validity as far as the applica- 
bility of S. 3158 to state banliB Is concerned. 



MunciE Fbderal Satikos & Loan Absooiation, 

Muneie, Ina., September 2S, 1966. 
Hon. Wrioht Patuait, 
Houie of RepreierttaUtiet, 
Wathinffton, D.C. 

Dbab Sib : Many factors have influenced the recent flow of savings in and . 
out of Savings and Loan Associations across the nation. Not Ijie least of these 
has been the "rate" competition which has gained mnch publicity. Even before 
the recent rate disadvantages, we bad much inquiry regarding the limits ot 
FSLIC Insurance of Accounts. Our customers are conscious of the $10,000 
limit and most will not t>e Influenced by explanations of reserve positions, sound 
management, conservative lending practices, etc. Much influence on our custom- 
er is made by even the smallest problem in the savings and loan Industry or 
banking field. 

At our Bssodation, in the nine months period from December 10, 1965, to 
September 9, 1906, the dollar amount in savings accounts of above the S10,000 
Insurance limit has decreased by more than 19%. This has amounted to more 
than four million dollars— or almost 10% of total savings. We have gained in 
the smaller accounts which bas tended to offset the loss In the larger amounts, 
but we continue to experience a net loss in our savings flow. 

I point to this only to Illustrate why our officers and board feel that ralsiiig 
the maximum coverage under F3LIC Insurance to $20,000 would iJeneflt the 
Savings and Loan Industry. The larger accounts are most certainly where oar 
loss is occurring. Although the increase in Insurance coverage would not answer 
the complete problem of retaining savings, we know it would have a deflnite 
influence. We ask that you reconsider yonr proposal and Increase the amount 
of the amendment to S. 3158 to $20,000. 
Respectfully, 

N. L. Tibet, Eaecutive Direotor. 



House of RaPBKSEKTATivBe, 
CoutinrxE OS BAiTKina and CnaaEN'OT, 

Wathinftort, D.C, September 19, 1966. 
Hon. K. A. Randall, 

Chairman, Federal Deposit Insurance Corporation, 
Washtngton, D.C. 

Deab Chaibuan Randall: As you know, the Committee cat Banking and Cur- 
rency lias under consideration S. 3168, a bill "to strengthen the regulatory and 
supervisory authority of Federal agencies over inanred Iianlu and inaived sar- 
ings and loan ossoclntiona, and for other pnntoees." 

While comuientii on this legislation from the Federal banking agencies are 
welcome, more detailed and specific information Is needed by onr Committee, 
Therefore, I am submitting to you a series of questions pertinent to the subject 
of bank regulation and supervision, the answers to which will greatly assist 
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deltberatlone on this bill. This detailed Information la reqaeated to be fnndabed 
in writing. 

Tbe qneatiooB are presented ouder a number of subject beadlngs. It will be 
appreciated If they are answered in that fashion. 

Tonr prompt attention to this reqnest will enable tlie Committee to expedite 
its consideration of thla important l^lBlatlon, 
Sincerely yonrs, 

Wbight Patiun, Ctoirmon. 



QnKSTioNe on S. 31SS, the Cease-aNi>-Desist Bill 

I. AIXOOATIOK car OBKDir 

1. Under our fractional reserve monetary system our commercial banks create 
the vast bulk of the nation's money supply. Commercial banks enjoy a vlrtnal 
moDopoly on the creation of money and the allocation of credit through tUs 
me<;hanism. 

What mechanism eslsts, If any, to Insure prudent, effective and nondiscrimina- 
tory operation of this privately controlled system? 

2. What public controls exist by law or regulation to prevent undue concentra- 
tion of credit i^hanneled to large corporate customers of commercial baiAS wUCb 
have close ties to sucli banks throngh interlocking directorships or other meanB? 

3. On the other hand, what guarantees exist either Uirough law or regulation 
that the credit needs of amall business are met by commercial banks? 

4. Since the power lo create money Is sovereign— a prerogative of the public — 
what rights of appeal, if any, does a person have who Is denied credit by a bank? 

5. Furnish the Committee whatever Information available concerning the con- 
tention that large iMrrowers have a large portion of the available credit aUocated 
to them. 

6. Also furnish the Committee copies of all complaints from small bnslnew 
and Individual borrowers you have received over the last Ave years. 

n. LAWS TO PBOTBCT THE PUHLIO inTEBEBT 

7. Our commercial banking system indlspntably Is a public service Indnitry, 
particularly as a result of its exercise of the public antiiority to create money. 
As such it is imperative that our banking laws protect the public right of acceai 
to available sources of credit and also protect the public's rights and Interests as 
depositors. 

What changes oi additions to the present statutes, in your opinion, are necee' 
sary to protect the public Interest in this regard? 

8. What ^ortcomings are you aware of in yonr agency and/or sister agencies 
in administering the banking laws to serve the public? 

0. Does there exist any conflict between yonr agency and other Federal or 
state banking supervisory agencies, either as regards existing law or regula- 
tions? 

10. What criminal penalties are provided for violations of the banking laws 
your agency administers? 

11. When a bank examiner discovers a suspected criminal violation, what 
formal reporting procedures are followed? 

12. Are all suspected criminal violations immediately reported to the U.S. 
Attorney, the Federal Bureau of Investigation, and the l>epartment of Justice! 

IS. How many criminal violations were reported by yonr agency in 106S? 

14. How many indictments and convictions were obtained on the basis of these 
reports? 

15. In 1965, bow many officers, directors or employees of Insured banks were 
removed from office tor conviction of a criminal offmse Involving dishmesty or 
bnacb of trust? (Bee 12 U.S.C. 1829) 

16. Are yon aware of any evidence of "organised crime" in banking? If so, 
state the extent of this Involvement. 

IT. Wbat checks are made bj your agency to determine whether or not banks 
nndsT ytrar JurL "*• *>are been violating state usury laws? 
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18. Cite all specific Instances or cases In the last Are years wbere aetttni' has 
been taken hj your agency to protect the public Interest as regards commercial 
banking operations under your jurisdiction. 

m. EXAUINATIOnB, AUDITB, ASH MPfWTS 

19. S. 31&S, the so-called "cease and desist" legislation, if enacted, would re* 
4]aire adequate examinations, audits, and reports on commercial baoka. 

How many field examiners does your agency employ, and how often are tlie 
banks under yonr supervisory Jurisdiction examined by your agency every year? 

20. Describe in detail the examination of bank trust departments. 

21. How many banks under yonr superrisory Jurisdiction are audited each 
year by Independent public accounting firms? 

22. Wbat authority do you have to require independoit audits of banks? 

23. Do yoii feel that there is need for Independent audits of all commercial 
banks under your Jurisdiction? 

24-25. What reports are reQuired to tie Hied with your agency by banks under 
your Jurisdiction otber than ordinary examination reports? 

26. How many reports did your agency receive in 1966 pursuant to Public Law 
88-593, requiring notification to Federal banking agencies of changes in CMitrol 
of insared banks and loans secured by 25% or more of the voting stock of in- 
sured banks ? 

27. What rules or regulations have you promulgated to protect the Interests of 
minority stockholders, and what conunents do you care to make with respect to 
your experience trader the Securities Acts Amendments of 1064, requiring cer- 
tain commercial banks to make public information as to their operations? 

28. In the two years since enactment of the Securities Acts Amendments, havfe 
you achieved your avowed goal of uniform financial reporting by commercial 
ba&lfs under your supervision? 

28. What additional statutory authority is required for yon to carry out your 
responsibility with respect to examination, audit, and reporting requirements? 

rv. AGEnCT PBOCEnUBE mOETS OF PABTIK8 

30. What formal procedures are available as a matter of right to aptdlcants 
(or new^harters, mergers or branches? 

31. Are record hearings available? 

32. Is Judicial review available? 

33. What provisicma of the Administrative Procedure Act ai^ly to your agencr 
procedures? 

34. Are ail requirements for the granting of charters, mergers and branches, 
or other actions published as a matter of record so that applicants may know 
precisely what is required to obtain approval? 

33. Are all such regulations and requirements published In the Federal BeglS- 
ter? 

36. Are all Interested parties invited to comment on proposed regnlatlons add 
are public hearings always permitted parties in order to present their views on 
proposed regulations? 

37. Do third parties have the right to participate la agency piocednrea con- 
cerning ai^roval of a charter, merger or branch applications? 

38. Which of your records and documents are required by law to be kept con- 
fidential? 

39. What record!} and documents do you keep confidential from the public as a 
matter of adinlnlstratlve practice? 

40. HaVe you published any rules or negnlatlons providing tor the confiden'- 
tiality of recoTilB and documents and reports filed with yonr agency? 

41. What records, reports and documents are not confidential? 

42. Are these reports, records, and documents readily available for public 
Inspection? 

43. Do you maintain facilttle* for public Inspection of documents as d6es, for 
Instance, the Securities and Exchange Commission? 

44. Is Informal ear parte contact between officials in your agency and partlep 
seeking charters or other approval permitted, or are all discnsslon and contacts 
committed to writing and made a permanent part of your iiles? 
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45. Hare anr emploreee at your office in recent yeara who wwe procenbw: 
charter or merger applications been offered emplormeut or been anbseqnenUr 
employed by Huch applicants 7 

46. What ruira of conduct have yon published with respect to ageocr Ku^oyeeaf' 

47. Are your employees permitted to participate in onion activity, Indadlns 
tbe orgaaizatton of uniona? 

48. Do yon know of any caaee where empJoyoM of yom agency were diacrimi- 
□ated Bf;BlDSt because of union activity? 

40. Are your employees under the "clasalfled" civil service? 
fiO. Do ofBcials and employees of your agency CBstomariiy aodallze with people- 
of the baolcing Industry? 

HI. I qnot« from a Banking and Garmcy Committee BtaS analysia entitled: 
"Audits of Banks by Public Accountanta." This was prqiared for the Saboom- 
mlttee on Domestic Finance and released March 22, UWB. 

"The actions and polices of the three bank anperriKNry ateudes mtatmt 
a conspiracy of concealment amoni; the supervlaoiy ag^Kiefl and the banks' 
which they are legally reaponslble for reeulatlng. Simple reqaesta addrcaaed: 
to the supervisory agencies for financial tnfonnatlon regarding commercial 
banks get the standard response of 'Sorrr. but that la cmifldeBtlat 
Information.' " 
Jn there anything in S. 8158 which would enre the secrecy problem cUad bt 
this stalT analysis? 

T. POuncAi. Acnvrrr, ■bstkaikt or trade aiu aBLr-«XAUiia bi auiKM 

52. In recent months, there has be«n much publicity about cmtrthutions by 
banks, bank ofltcers, and directors to various political caodidatea. 

Have any of the bank supervisory ageociee ioreetigated any of theae public 
charges and. if so, what have been the flndings? 

58. If you have not investigated these published reports of political acUvitlea 
by banks and bank officials, would you explain why not? 

54. Would you. under S. 3158, investigate charges of poUUcal activity by 
banks and bank officers? 

So. To what extent has your agency Investigated the use of bank funds for 
lobbying activities on pending legislation before state and uatitHtal legialatore*? 

56. Would you broaden your invest IgatlMi of lobbying activltlea and lob^ylll( 
exi)enditnres under provisions of S. 3158? 

57. The pending bill provides fur removal of bank officials «9der certain clr- 



Would such circumstances include collusion between the l)ank and a e 
of the bank designed to freese out other business enterpriaes la a eommunity? 
Tor example, would this legislAtion cover a adtoation where a bank olBclal ut- 
tered Intu an agreement with a local manufacturer to refuse loans to the inanB- 
factni«r'B competitor? 

58. The Subcommittee on Domestic Finance of the Banking and Currcscy 
Committee la carrying out a survey of commercial bank ato^ ownerdilp. Od» 
qnestion being iotdied Into is the extent to which bauka uae their triMt defwrv 
ments to purchase bank stock, l>otta of their competitor's as wdl aa atock of the 
tntptee bank. 

Would you regard such purchases as a sound banking cqieratian T 



59. One of the serions questions that has been raised a nmnber of t\—em is 
the last few ye&rs in regard to supervision of banks by the three F^nal ^ •it 
sapervisory agencies Is the question of coordination of activity between theae 
three agencies aad Iwtween them and the Justice Department. I r^ard thla 
aa a serious problem. What, if anything, in the proposed leetslstlon would hdp 
to solve this problem of coordination ? 

60. miai would prevent agencies under this proposed law from Issnlcc i^o- 
laUona which would provide different criteria for Che apidication of this law 
t0 the three different sets of banks under the examination »m< aopervlaafr aa- 
tbatlty of the three Federal bank supervisory agencies ? 
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61. II the three agencies ever issue different criteria and different regolatlons 
for the appUoatlon at this proposed law, doesn't CIHb mean tmequal treatment for 
the three sets of banks 1 

82. If one of the Federal agencies Issued rather loose regulations and another 
leaned strict, there would be dlserimlnaUoii In the treatment of different bwiloi 
by agencies of the Federal Government. Do you think this is fair? 

68. What criteria eilste by which your agency will Judge whether or net a 
"cease and desist" proceeding will be undertaken? 

64. Will these criteria be pubUshed in the Federal Register? 

65. How will your agency coordinate Its actlvltiea under 8. S198, aMnmlDc: 
enactment, with the other two Federal banking regulatory agencies? 

66. Is it not possible for each of the agenclea to use criteria which will ilm- 
crimlnate against a bank uader the Jurisdiction of one of the other a«siudas?' 

67. Would it not be more ajvroprlate to have the three banking agmdes de- 
Telop a single set of criteria that would be aii^licable to all commercial banks 
regardless of the individual agency to whom a given bank were responsllMe? 

68. Would It not be more equitable to have one administrative procedure heav- 
ing in the nature of a court for all agencies involved so es to Insure anlform 
abdication of the law? 

vu. ovEKLT oourixx OBrrEUA iir b. siss 

69. The provision of the proposed bill, S. 8158, proTldlag few the removal of an 
officer or director depends upon the interrelation of a number of f aeters. Before 
action may be taken against an officer or director, he luu to have <1) vioUted a 
provision of law, rule, regulation, or final cease and dedst order, or (2) t^gned 
in an unsafe or unsound practice, or <3) breached his fiduciary duty as a direc- 
tor or oilcer, and (4) as a result of such vloiatloa or breftch of duty the inatltu- 
tiMi muot suffar or will probably suffM' substantial financial loss or other dam- 
age, or (G) the Interest of depeaXtors must be.serloualy prejudiced by sucli viola* 
Uons or breach, ond (6) such violatLon, practice, or tirMcfa of duty must be one 
Involvlog p«-scwal dlsbouesly. 

Is it really necessary that tbls provision of the proposed law be bo complex 
and Involve tlie pyramiding of so many different crltarU before on agency eaa 
take action? 

70. Since this provision is so complex, can It be effectively admlnlsteied? 
Tl. Wouldn't it be sufficient for the bill to provide for tke service of a notice 

of removal of an officer or directoi upoa a Qndlng of violatioii of law, rule, regu- 
lation, or final cease and desist order which Involves a breach of fiduciary duty 
of such officer or director? 

72. If this is not acceptaUe, what alternative less complex criteria d» yon 
Tttcommead? 

vuL oBown B&viNoa bakk failubb 

73. In July and August of 1965, tte Domestic Finance Subcommittee held 
extensive hearings into the closing of Crown Savings Bank, Newport News, 
Virginia. This was a state chartered institution which bad operated from 
UI05 until Its ckttlng by the Virginia banking authorities oa tlje recommenda- 
tion of the Federal Deposit Insurance Corporation on September 4, X&sii. 

The hearing held tiy U)e Domestic FUiance Subcommittee brought to light 
the fact that there were many persons of questionable character Who had ex- 
tensive dealings with the management of the Crown. Savings Bank. Subsequent 
to the closing, several Indictments were retumetf against persons Involved In 
this case In the Federal and state courts in Virginia and Qeorgla. These charges 
Included extortion, embezzlement, and mail fraud among others. 

Among those who have been indicted since the Crown Savings Bank bear- 
ing before the Domestic Finance Subcommittee is the fonger president of that 
bank, LeRoy F. Eldlef of Newport News, Virginia, whp was Indicted In Fed- 
eral court In Atlanta In the winter of 1966. 

Is the bill before us, some provisions of which were contained in leglalatlve 
proposals tliat you as Chairman of the FDIC made at the time of the Grown 
Savings Bank InvesUgatfon, in any way a response to our Investigation of 
Crown? 
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74. Mr. Randall, I know jou are quite familiar with this case, liRTitij tea- 
tlfled at leQEth before the Domestic FlDance Subcommittee. In your opinion, 
ir a law such aa S. 31.58 had been oo the books at the time of the dlfflcultlM 
that were experienced by the Crown SavingB Bank, would It have been used br 
the Federal Detwsit Insurance Corporation? 

75. Would this law have been effectiye In preventing the serious problems 
which eventually caused the failure of the Crown Savings Bank? 

76. At the time of the investlKation Into the closing of the Crown Savings 
Bank, you reported to tlie Domestic Finance Subcommittee that as of June 30, 
1965 there were 19ft banks on the FDIC problem list Subsequently you repcnled 
to me that this had risen as of December 31, 1965 to 223 banks, an Increaae <rf 
24 in that eix-montb period. 

Can you tell us how many banks were on the FDIC problem list as of June 
30, 1966? If you cannot tell us the precise Ogure, do yon know wbetlier there 
was another Increase during the last complete six-month period ending June 
SO, 1966? 

77. I quote from the Subcommittee on Domestic Finance's staff report, dated 
February 21, 1966, on the inyestigation into the Crown Savings Bank failure; 

"All of this leads to the conclusion that because of a lack of coordination 
and communication, a loc:k of vigor and Investigative know-bow and a nar- 
rowness of outlook on the part of the FDIC in particular and the bank 
Bupervisory agencies iu general, the public Is not obtaining the kind of 
protection in this area that it deserves." 
How would the proposed legislation correct the situation described In the stall 
report? 

78. This same staff report also states : 

"It is dear that If the FDIC had acted vigorously and qnlckly in July irf 
1963, after the Virginia banking authorities examined Crown, or bad acted 
In March ot 1964, after it clearly knew that Townsend was Involved with 
Crown Savings Bank, it could rfther have prevented the failure of the 
Crown Savings Bank or could have greatly minimized the losses to the 
public, to depositors, and to the insurance fund." 
Eow would the proposed l^slatloa serve to correct the situation set forth 
In this portion of the staff report? 

79. I quote further from this same staff report ; 

"Considering the supervisory agencies' duty to protect the public Interest 
In the operation of banks rather than merely the doUars And cents Involved, 
they take much too narrow a view of tlelr function. Instead of taking a 
vigorous and active investigative approach to supervising and examining 
Mnks. trying to relate what happens In one part of the system to what 
happens In another part of the system, continually being aware of the 
activities of persons who have records of causing difficulties In banks, and 
loking into who the banks and their officers are dealing with and for what 
pnrpose, these agencies seem content to merely add up columns ftf flgnres 
to see If they balance with other columns of figures. 

"If the FDIC and the other agencies took this more vigorous approadi, 
they would truly be protecting the public by uncovering bank actlvitlee 
which support Illegal and other questionable activities even though there is 
no Immediate danger of dollar loss to the Insurance fund." 
How will the proposed legislation correct this situation? 

80. In the conclusions of this staff report, it is stated : 

"In short, the people who are carrying on activities threatening the soond- 
ness of our banking system are taking full advantage of the 'Jet age" (rf 
rapid communications and rapid transportation over wide areas, vrhlle the 
bank supervisory agencies seem still to be combating such activities In the 
same old ways developed 30, 40, or 50 years ago." 
Is there anything In the pending Ieglslati.on which would help you to modeml^ 
your approaches to bank supervision? 

81. This same report calls attention to the lack of coordination between Fed- 
eral bank supervisory agencies themselves, as, weU as a lack of coordination 
among Federal and state bank supervisory agendes and law enfcnrcement 

Is there anything in S. 3158 which would cure this lack of coordination wbldi 
is cited as a major cause for the serious consequences resulting frcnn tbe Callnn 
at the Crown Savings Bank? 
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82. On September 2, 1966, the Washington Post carried a detailed etory con- 
cemLDg the FDIC'b dedBloa to lnenre an Arkanses bank despite the unaDlmooa 
objections ot the I'DIC's own inveatigators. This publicity raised questions la 
the minds of many about the FDIO's ability and wiUlngnees to pursue bank regu- 
lation in the public interest. Is the Arkansas case a pattern at FDIC, and is It 
one whicli the agency could be expected to follow in enforcing the proTtsions of 
S. 3158? 

S3. In this Arkansas case, the qnestion of secrecy, earlier cited in tbe at&fll 
analysis of the Domestic Finance Subcommittee, is brought up again. The Waab- 
ington Post story states ; 

"The whole affair Is 'classified' so far as FDIC is concerned. Chairman 

Randall won't even confirm that he voted to insure the bank. His imstttoa 

is that the internal workings of FDIC are 'confidential and prlTlleged'." 

The story goes on to say that this is consistent with the FDIC attitude over 

the years. It r^arda Its business, the Wasliington Post says, as a "private 

affair, off-limits to public scrutiny." The article also states that r 

"Congressional Committees and prying bookkeepers from tbe Bnreau ot 
the Budget rarely intrude on its privacy or oak qaestions about tbe $3 
billion In assets it bas acquired over tlie years." 
Would tbe FDIO carry out tbe proTlBions of B. 8168 In this type of backroom 
secrecy? 

(FoUowing is the reply from the Federal Reserve System. The 
replies from the Comptroller of the Curreiuy and Federal Deposit 
Insurance Corporaition had not bewi received m time for publication, 
and when received may be found in the committee files.) 

BOASD OF CrOVEBnOBS 
fyW THE! FUSKU. B&SEBVG SYSTBU!, 

Wa«Uni/ton, September M, 1966. 
Hon. Wright Patman, 

Chairman, Committee on Banking and Currenog, 
Hou»e of RepregeTitatives, Washington, D.C. 

Deab Mb. Chaikmait : The following answers are furnished in reaponae to the 
72 questions enclosed with your letter of September 19, 11)66, to which yon 
indicated a prompt reply Is needed in connection with consideration of 8. 3158. 

"allocation OB- CBSim" 

"1. Under our fractional reserve monetary system our commercial banks 
create the vast bulk of the nation's money supply. Commercial banks enjoy a 
virtual monopoly on the creation of money and the allocation of credit tbrough 
this mechanism. 

"What mechanism exists, if any, to insure prudent, effective and nondiscrimi- 
natory operation of this privately controlled system?" 

Answer: In allocating credit in our economy, primary reliance is placed on 
competitive enterprise operating through a banking structure that features many 
thousands of banks competing with each other, with otlier financial institutions, 
and with the money and capital markets. Federal and State supervisory agencies 
help to ensure sound operations and to maintain a structure In which competition 
can spur more effective banking services. The Federal Reserve System en- 
deavors to foster credit conditions under which the overall supply of credit and 
money can sustain economic growth without straining the capacity of the 
economy. Allocation of that credit among particular borrowers la best accom- 
plished by market forces, we believe, although we recognize that at times special 
efforts are needed to prevent a disproportionate share of total bank credit from 
flowing into one particular channel or another, e.g., business loans today, as 
Indicated by the enclosed press release of September 1. 

"2. What public controls exist by law or regulation to prevent undue concentra- 
a<yn. of credit channeled to large corporate customers of commercial banka with 
have close ties to such banks through interlocking directorships or other means?" 

Answer: The Bank Merger Act and the Bank Holding Company Act and the 
procedures established under them are designed to preserve competition among 
banks and prevent tmdue banking concentration, thereby guarding against undue 
concentration of credit. Other provisions aimed primarily at maintaining sound 
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Imnks, BQcb as tbe limits oa loftna by banlu to anr on« borrowei, may Inciden- 
tally also work ag^nat sucb concentration. 

"3. On tbe other hand, what gnaranteee exist either through law or regulation 
that the credit needs of small boainesa are met by commercial banka?" 

Answer: No law or regulation guarantees that any particular borrower, large 
or small, will get a loan from a bank. Since most banks are small, they lend only 
to relatively small businesses. In recognition of tbe fact that smaller buslneasefl 
may at times, however, have greater difficulty in obtaining funds than do Jargw 
businesses, the Congress has established special arrangements under the Small 
Business Act to help meet the credit needs of small businesses, by direct loans 
as well as by enconraKing loans to small business by commercial banks and amall 
bostness investment companies. 

"4. Since tbe power to create money Is sovereign — a prer(%atlve of tbe pub- 
lic — what rights of appeal, if any, does a person have who is denied credit t^ 
a bank?" 

Antnier: No legal right of appeal exists, although a practical on« doea— tbe 
right to go to altematlre sources of funds. 

"5. Furnish the Committee whatever information available concerning tbe 
contention that large borrowers have a large portion of tbe available credit 
allocated to them." 

An»wer: One source of detailed Information on this subject is tbe study made 
by the Board in 1958, a copy of which is ^closed. In addition, tbe Quarterly 
financial Beports for Manufacturing Cori>oratlons prepared by tbe Pederal 
Trade Commission and the Securities and Exchange Commission contain Infor* 
mation on outstanding Inans from banks by asset slse of corporation. Over the 
current business npswlng. It should be observed, smaller banks, which lend pil* 
marlly to smaller businesses, have increased their commercial and Indnatrial 
loans at a much faster rate than large banks. For example, between Decem- 
ber 31, I960 and December 31, 1966, these loans rose S9.6 per cent at reserve 
city banks compared with 73.5 per cent at country banks and 64.3 per cent at 
nonmember banks. 

"9. Also furnish the Committee copies of all complaints from small buslne«s 
and individual borrowers you have received over tbe last Ave years." 

An»v>er: While we have received letters commenting on the restrictive effeeta 
of monetary policy, Incoming mall indicates a wider concern about develoidng 
inflationary pressures. 

"laws to PEOnCT THE PUBLIC INTBBSBT" 

"7. Our commercial banking system indisputably Is a public service industry, 
particularly as a result of Ita exercise of the public authority to create money. 
As such it Is Imperutire that our bankiag laws protect the public right of ac- 
cess to available sources of credit and also protect the public's rights and in- 
terests as depositors. 

"rniat changes or additions to tbe present statutes, in your opinion, are 
necessary to protect the public interest in this regard?" 

^iMToer; KecommendatloDS for such amendments have been submitted to yoa 
from time to time. One of the most Important of these Is S. 3158. 

"8. Wliat shortcomings are you aware of in your agency and/or sister agen- 
cies in administering the banking laws to serve the public?" 

Answer: We Ijelieve ttmt the three Federal supervisory agencies are dedicated 
to the public Interest and striving to carry out their responsibilities to the beat 
of their ability. The extent to which these efforts hare succeeded la bttter 
left to others to Judge. 

"9. Does there exist any conflict between your agency and other Federal or 
state banking supervisory agencies, either as regards existing law or rega* 
latlona?" 

Answer; As you know, there are a number of areas in wlilch we have been 
unable to reach agreement wltli the Comptroller of tlie Currency, and we dis- 
agree with the Federal Deposit Insurance Corporation as to whether abaorp- 
tlon of exchange charges constitutes the payment of interest on depoalta. 

"ID. What criminal penalties are provided for violations of the banking lawi 
your agency administers?" 

liUfoer.' Criminal penalties for violations of the laws administered by tb« 
e are listed below ; 
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"IX. When & bank examiner dUicoTers a. suspected criminal Tlolatlon, what 
formal reporting procedures are followed?" 

Aiuwer: Esaminers for the Federal Reserve Banks are under Instructions 
to report Immediately all apparent or possible criminal Tlolatlons which they 
discover to tlie vice president In charge of examinations of their respective 
Beserve Banks. Upon receipt of the details, the Beserve Batiks report the 
ofFense to the local United States Attorney and forward m^iea of the reports 
to the Board's offices in Washington. Copies received by the Board are for- 
warded to the Department of Justice. 

"12. Are all suspected criminal violations immediately reported to the U.S. 
Attorney, the Federal Bureau ot Investigation, and the Department of Justice?" 

Answer: Yes ; however, the Beserve Banks do not report misdemeanors (for 
example, defalcations of $100 or less) If in their Judgment it would not be de- 
sirable or serve any useful pur[)ose to do so. Each Beserve Bank is required 
to preserve in its flies a complete record of the facts and circumstances of each 
case not reported. 

"13. How many criminal violations were repwted by your agency In 1966?" 

Aii^wer: In ld65, the System reported to tha Department of Justice 806 
possible criminal violations Involving State member banks. This included M 
robberies and 11 cases of larceny committed by persons other than bank em> 
ployees. 

"14. How many indictments and convlctionB were obtained on the basla of 
these reports?" 
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Aneieer: The System does not attempt to follow each offense reported to deter- 
mine the final results of Indictment or prosecutloD and, as a coneeqaence, tbls In- 
formation cannot be supplied. 

"15. In 1965, how many officers, directors or employees of Insured baoka were 
removed from office for conviction of a criminal offense InvolTing dUhoDeBty or 
breach of trust? (SeeiaU.S.0. 1829)" 

Answer : Presumably, the question refers to that section of the Federal Deposit 
Insurance Act which provides that "Except with the written consent of the CJor- 
poration, no person shall serre as a director, officer, or employee of an Inmied 
bank who has been convicted, or who Ih hereafter convicted, of a^y criminal of- 
fense involving dishonesty or a breach of trust." As you know, this statute does 
not provide for removal of such persons and la directed primarily toward prevMi- 
tion of their employment by insured banks. In actual practice persons gnllty of 
a criminal offenwe or even accused of a breach of trust frequently resign Im- 
mediately from the bank. We know of no instance where it has been necessary to 
"remove" any officer, director, or employee so involved in the sense of ordering^ 
him to cease to serve. In the event an examination of a State monber: tiank 
disclosed an officer, director, or employee in the service of the bank In vlaiatlon 
of law. Immediate action for their removal would, of coarse, be Initiated by thO' 
System. ■ ■■ 

"16. Are you aware of any evidence of 'organized crime' In banking? If ao^ 
state the estent of this involvement." 

Answer: We have no evidence of extensive peoetratlon of banking by "ar^ 
ganlzed crime" although there have been occasional instances in which persons 
with criminal backgrounds attempted to misuse the asseta of banks. Bach as thoa^ 
on which your Committee and the Senate Permanent Subcommittee on Inreatlga- 
tions have recently held hearings. 

"17. What checks are made by your agency to determine whether ix not banks 
tmder your jurisdiction have been violating state usury laws?" 

Anawier: Our examination report form requires that the examiners ascertain 
the usual, highest, and lowest rates of Interest on loans. Any violation of usury 
laws detected In the course of an examination is brought to the attention of the 
bank and a copy of the ezamioaClon report Is furnished to the State Banking 
Department. Since State law Is Involved, the State is primarily responsible for 
its enforcement. 

"IS. Cite all specific Instances or cases In the last five years where action has 
been taken by your atcency to protect the public interest as regards commercial 
banking operations under your Jurisdiction," 

Answer: The Board naturally believes that it is exercising its authority In the 
public interest at all times. We provide the Congress with an account of oup 
actions each year in the form of an annual report. 

"examinations, AtlDITS, AND BEPOBTS" 

"19. 8. 31,^8, the socalled 'cease and desist' legislation, if enacted, would re- 
quire adequate examinations, audits, and reports on commerdftl banks. 

"How many field examiners does your agency employ, and how often are the 
banks under your supervisory Jurisdiction examined by your agency every year?" 

An»wer: The question evidently refers to examinations of State member banks, 
which are made by examiners employed by the Federal Keserve Banks. This 
examination force averages about 450 men. State member banks are examined 
once a year, except where special circumstances call for additional examIiiatlon& 

"20. Describe in detail the examination of bank trust departments." 

Answer: There are enclosed a copy of the tnist report of examination and ■ 
copy of the trust manual used by examiners for the Federal Reserve Banks. 
It is believed these will provide you with the procedures followed in the ammlna- 
tlon of bank trust departments. 

"21. How many banks under your supervisory Jurisdiction are audited each 
year by Independent public accounting firms?" 

Answer: We have no Information on this question to add to that already ob- 
tained by your Committee's survey. 

"22. What authority do you have to require independent audits of banks?" 

Answer: No specific authority, although there is implied authority under BOnM 
circumstances. 

"23. Do you feel that there is need for Independent audits of aU c 
banks under your Jurisdiction?" 
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Anstcer: The Board's views were furnlahed in our letter of July 28, 1965, a 
copy ot wlilch Is enclosed. 

'■24. What reports are required to be filed witli your agency by banks under 
your Jurisdiction other than ordinary examination reports?" 

Answer: State member banks are required to submit reports of conditions 
(Form 105), reports ot earnings and dividends (Form 107), and reports of 
changes In management or stockboldings (pursuant to Public Law 88-593). All 
member banks are required to furnish lolormation needed for computation of 
required reserves (Form 414). Reports are also required from afflUatea of State 
member banks (Form 220) and foreign banking corporations (Form 314). State 
member banks subject to ttie requirements of the 1964 amendments of the Securi- 
ties Eschange Act of 1934 are also required to file annual reports (Form F-2), 
quarterly reports (Form F-^), and special reports needed to keep information 
previously filed on a current basis (Form F-3). In addition, a number of State 
member banks voluntarily cooperate with the Board by furnishing statistical 
information, both on a regular basis and in response to special surveys. 

Question 25 Is Identical to question 24. 

"26. How many reports did your agency receive in 1965 pursuant to Public 
Law 8S-593, requiring notification to Federal banking agencies of clianges In 
control of Insured banks and loans secured by 25% or more of tbe voting stock of 
insured banks?" 

Answer: During 1965, 57 reports were received pursuant to Public Law 88-698 
indicating 35 changes in control of State memt)er banks and 22 loans extended 
each of which were secured by 25 percent or more of the voting stock of a State 
member bank, 

"27. What rules or regulations have you promulgated to protect the interests of 
minority stockholders, and wliat comments do you care to make with respect to 
your experience under the Securities Acts Amendments of 1964, requiring certain 
commercial banks to make public information as to their operations?" 

Ansiccr: Enclosed is a copy of Regulation F, and tlie press release announcing 
its issuance. You will notice on page 4 of the press release reference to a de- 
ferred decision on provisions offering additional protection to minority stock- 
holders. The Board expects to publish soon proposed revisions to the regulation 
Incorporating such provisions. Experience thus far with the legislation Indi- 
cates it is operating reasonably well, and we have no recommendations for 
changes in the statute at this time. 

"28. In the two years since enactment of the Securities Acts Amendments, 
have you achieved your avowed goal of uniform financial reporting by commer- 
cial banks under your supervision?" 

Answer: This question appears to be based on a misunderstanding. Uniform 
financial reporting by commercial banks subject to Federal Reserve supervision 
is not an "avowed goal" of the Board. As a part of its Hegulation F, "Securities 
of Member State Banks" (12 CFR 206), the Board dealt with prindplee of 
financial reporting and prescribed certain general requirements with respect to 
such matters as accrual accounting, valuation and amortization of fixed assets, 
and consolidation of the financial statements of banks and certain of their 
subsidiaries. The Board's objective In this respect was and is to actdeve, as 
far as practicable, comparability of financial statements of banks, In order tbat 
the investing public may make informed Investment decisions. To a great extent, 
the Regulation and administration thereof have achieved such comparability. It 
must be borne in mind, of course, that more than 90 per cent of all State banks 
are not subject to the requirements of Regulation F or of the comparable regula- 
tions of the Federal Deposit Insurance Corporation. 

"29. What additional statutory authority Is required for you to carry out your 
responsibility with respect to examination, audit, and reporting requirements?" 

Ansicer: As Indicated In the letter reCerred to in answer to question 23, we 
feel there would be real merit In legislation specifically authorizing Uie Federal 
bank supervisory agencies to require outside audits In appropriate cases such 
as where internal controls are Inadequate or have broken down. Enactment of 
S. 3158 would fill the need for "intermediate" powers with respect to supervision 
of banks. 

"asenc: fbooeoubb — rights of fartixs" 

"30, What formal procedures are available as a matter of right to applicants 
for new charters, mergers or branches?" 
"31. Are record bearings available?" 
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Answer: Refer to pages 24-29 of the Board's Rules of OreaniEatitKi and Pro- 
cedure, a cop7 of whlcb Is enclosed. See particularly pages 24-26. 

"32. Is Judicial review available?" 

Ansu>er: Judicial review of Board ixrocedores relating to and actions on ap- 
plications for new charters, mergers, or branches ia available. The aole charter- 
ing power of the Board eiciata with respect to corporations authorized to do for- 
eign banking or financial business pursuant to section 25(a) of the sWeral Re- 
serve Act (12 U.S.C. Sll et seq.). Pursuant to section 25<a), tbe Board of 
Oovernora is empowered to issue a permit authorizing the applicant corporatioa 
to begin business. The authorizing statute contains no provision tor jndldal re- 
view. Tlie Board interpreta the judicial review provisions of section 10 ot the 
Administrative Procedure Act as being applicable to ttie aforementioned func- 
tion. Regarding merger and branch applications, while neither the Bank Merger 
Act (12 U.S.C. lS28(c) as amended by Public Law 88-356, February 21, 1966} 
nor tlie branch approval statute (12 U.S.C. 321) provides for Judicial review of 
Board action, the Board has considered the Judicial review provisions of the Ad- 
ministrative Procedure Act as being applicable to Board procedures as to both. 
Fnrther, the Bank Merger Act contains a provision (12 U.S.C. 1828(c) (T) (A) 
through (D) ) for the Initiation by the United States Attorney General of Judicial 
proceedings under the antitrust laws. In any such action, the trial court is au- 
thorized to review de novo the issues presented. Such a proceeding, of course, 
would constitute Judicial review of Board action on a given merger application. 
Illustrative of the applicability of the Judicial review provisions of the Admlnis- 
tratlve Procedure Act to applications for the establishment of branches by State 
member banica Is the case of Old Kent Bank and Tru»t Oompattj/ v. Wm. MoO. 
Martin, Jr., et al., CA No. 1993-58. U.8.D.C. D.C. 

"33. What provisions of the Administrative Procedure Act apply to your ag^icy 
procedures !" 

Anaieer: Ail provisions of the Administrative Procedure Act, mandatory, per- 
missive, or exclusionary, are considered to be applicable to all procedures adopted 
by the Board in relation to its functions and operations. 

"34. Are ail requirements for the granting ot charters, mergers and branches, 
ot other actions published as a matter ot record so that applicants may know 
precisely what is required to obtain approval 7" 

"35. Are all such regulations and requirements published In the Federal 
Roister?" 

Answer: Such regulations and requirements are set forth in the Board's Rules 
of Organization and Procedure, which is published In the Federal Register. 
Additional intonnation is set forth both In specific applicable re^ulationa, which 
are published in the Federal Register, and in application forms. Although sudi 
forms are not set forth in Board's Rules ot Procedure, the Rules include a list 
ot such forms and a statement that they are available at the Reserve Banks. 

"36. Are ail interested parties invited to comment on proposed regnlatloni 
and are public hearings always permitted parties in order to present their views 
on proposed regulations 7" 

"37. Do third parties have the right to participate in agency procedures con- 
cerning approval ot a charter, merger or branch applications?" 

Amioer: Refer to paffes 24-29 of the Board's Rules of Organlntion and 
Procedure, a copy of which is enclosed. 

"3S. Which of j'our records and documents are required by law to be tept 
confidential ?" 

Answer: No provision of law expressly requires the Board to keep any docu- 
ment confidential. There are special provisions relating to confldenttallty of 
the examination procesH, snch as section 1906 ot title 18 ot the United States 
Code and section 3(e) (8) of the Administrative Procedure Act, as amraided by 
Public Law 89^87. Section 30 of the Banking Act of 1933 requires conHdoi- 
tlality In connection with reraovai proceedings. 

"39. What records and documents do you keep confidential from the pnblic ai 
a matter ot administrative practice!" 

"40. Have you published any rules or regulations providing for the a 
tiallty of records and documents and reports filed with your agency?" 

"41. What records, reports and documents are not confidential ?" 

"42. Are these reports, records, and documents readily available tor public in- 
spection?" 

Aniicer: The answers to these questions are set forth In the Board'a Bnlea 
ot Organization and Procedure, a copy of which Is encltraed, at pages 18-lft 

"43. Do you maintain facilities for public inspection of documents as dosa, tot 
Instance, the Securities and Exchange Commission?" 
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Aruwer: FaciUtles &» maintained for public inspection of reglstiatlMi state- 
ments and reports filed by State-eliaTtered inanred Itanks, both memtwr and non- 
member, under tbe 1964 amendments to the Secnritlea Bxcbange Act. Requests 
to examine other papers aTBllftble for inspection are not received often enough 
to warrant maintenance of special facilities for that purpose, but such faclUtla 
are made available as needed. 

"44. Is Informal «d) parte contact between officials in your agency and parties 
seeldng charters or other approral permitted, or are all discussion and contacts 
committed to writing and made a permanent part of your flies?" 

Answer: In many Uistancee Informal contact between Board personnel and 
parties seeking Board approval of proposed transactions precedes formal sub- 
mission of as application, la such cases, tbe potential applicants are directed 
to published sources of Information concerning Board requiremeate with respect 
to such applications. To the extent warranted, written notations or memoranda 
are made of such informal contacts. Once an application has been flled, dis- 
cussion and contacts between Board officials and applicants are, within reason- 
able limits, committed to writing and made a permanent part of our files. 

"45. Have any employees of your oflJce In recent years who were otooeeeiag 
charter or merger applications been offered employment or been 8ubBe<menU7 
employed by such applicants T" 

An»wer : Tbe Board cannot, of course, be certain that all offers of employmoit 
of the nature described have come to Its attention. The Board Is unaware of 
an Instance where an offer of employment to a Board employee la the positltHi 
above described has resnlted In employment by such an applicant. The Board 
understands that a former member of the Board's legal stafT was retained, sutv 
.sequent to his return to private practice, by such an applicant. As far as tlM 
Board is aware, in no instance of employment or offer of employment has ther* 
been presented a possible conflict of intereet. 

"46. What rules of conduct have you published with respect to agency em- 
ployees?" 

Answer : Rules governing "Employee Beeponslbllltles and Conduct" were puN 
Usbed In the Federal Register on March 5, 1966. A cc^y Is enclosed. 

"47. Are your employees permitted to participate In union activity. Including 
the organisation of unlous?" 

Answer: Yes. 

"48. Do you know of any cases where employees of your ^ency w«re discrimi- 
nated against because of Qoion activity?" 

dtwwer: No. 

"49. Are your employees under the "classlfled" dtil service?" 

Answer: No. 

"50. Do officials and employees of your agency customarily socialize with 
people of the banlting Industry r' 

Answer : Board officials and employees often attend social gatberlngs at whi<di 
bankers are present. 

"SI. I quote from a Banking and Cnrrency Committee staff analysis entitled 
'Audits of Banks by Public Accountants.' This was prepared for the Subcom- 
mittee on Domestic Finance and released March 22, 1906 : 

"The actions and policies of the three bank supervisory agencies suggest 
a conspiracy of concealment among the supervisory agencies and the banks 
which they are legally responsible for regulating. Simple requests addressed 
to the supervisory agencies for financial Information regarding commercial 
banks get tbe standard response of 'Sorry, but that is confldential informa- 
tlon.' " 

"Is there anything in S. 3158 which would cure the secrecy problem cited in 



Answer: Such requests are not met with a standard response that the In- 
formatEon is confidential. Some requests are, where the information requested 
Is confidential. Nothing in 8. 8158 would affect this situation. 

"political ACTIVITT, BE8TBAINT OF TBADB AND SEU-DK4UK0 IT BAITKB" 

"52. In recent months, there has been much publicity about contributions by 
banks, bank officers, and directors to various political candidates. 

"Have any of the bank supervisory agencies investigated any lot these public 
charges and, it so, what have been the flndlngs?" 
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Answer: No such investigation has been made by the Board, 

"53. If you have not investigated these piibllBhed reports of p<dltical activities 
by banlcs and bank officials, would you explain why not?" 

Answer: Nothing has come to the attention of the Board that appeared to 
warrant any epeclal investigation. Federal law does not prednde Indivldtils 
from engaging in political activities simply because they are connected with 
banks. Action by the Board would be authorized only where a State member 
bank has made a contribution to a political party or candidate in violation of 
18 U.8.C. 610. Any such violation disclosed in the examination of a State mem- 
ber bank would be reported as described in the answer to question 11. 

"M. Would you, under S. 3158, investigate chains of poUtical activity by 
banks and bank officers?" 

Answer: Under any applicable statute, including S. 8158, the Board wonlf 
initiate appropriate investigation of charges of prohibited political activity by a 
member lumk. 

"55. To what extent has your agency Investigated the use of bank funds for 
lobbying activities on pending legislation before state and national leglsla tares?" 

Annner: No such investigation has been made. 

"56. Would you broaden your investigation of lobljyinK activltiea and loU)f- 
Ing expenditures under provisions of S. 31587" 

Answer: No. 

"57. The pending bill provides for removal of bank officials ouder certain cir- 
cumstances. 

"Would such circumstances include collusion between tile bank and a customer 
o( the bank designed to freeze out other business enterpriaee in a conununityT' 
For example, would this legislation cover a situation where a bank official entered 
into an agreement with a local manufacturer to refuse loans to the mannfac- 
torer's competitor?" 

Answer: Suspension or removal orders could be issued only In cases liiTOlTtng^ 
among other things, personal dishonesty ; this element would not seem to be pres- 
ent In the example given. 

"^•S. The Subcommittee on Domestic Finance of the Banking and Cnrrraicy 
Conimittee Is carrying out a survey of commercial bank stock ownership. One- 
question being lookwl Into Is the extent to which banks use their trust depart- 
ments to purchase bank stock, lioth of their competitor's as w^ as stock of the- 
trustee bank. 

"Would you r^ard such purchases as a sound banking operation?" 

Answer: We would not regard all such purchases as naaonnd per se. It would! 
depend on all the circumstances and conditions surrounding the tranisacllon. 
As Indicated liy the Board's former regulation on the exercise of trust powers 
by national bdnks, (T\hich was terminated September 28, 1962, when authority to- 
issue regulations on that subject was transferred to the Comptroller of the Otir- 
rency), the Board believes that purchase of a bank's ovm stock by its troBt de- 
partment should be limited to cases where it Is expressly required by the tnut 
InBtrument or specifically authorized by court order. 



"59. One of the serious questions that has been raised a number of times la 
the last few years in regard to supervision of banks by the three Federal bank 
supervisory agencies is the question of coordination of activity between these 
ttiree agencies and between them and the Justice Department. I regard this as 
a serious problem. 

"What, If auything. In the proposed legislation would help to solve this prob- 
lem of coordination?" 

Answer: Nothing. 

"60. What would prevent agencies imder this proposed law from Issolng regu- 
lations which would provide different criteria for the application of ttils law to 
the three differeut; sets of banks under the examination and superTiatary an^ 
tliorlty of the three Federal bank supervisory agencies?" 

Answer: See answer to question 65. 

"61. If the three agencies ever Issue different criteria and different regal8tl<«W 
for the application of this proposed law, doesn't this mean unequal t 
for the three Mils of banks?" 

Answer: Ye3. 
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' "62, Jf one of Iha Fedeial agencies leaned ratter looae regnlattomi and a&otber 
Issned strict, there would be dlacrlminatloa In the treatment of dUXeteot bank* 
by agencies of [be Federal OoTenunent. I>o you think tMs la fair}" 

Anstcer; No. 

'^. What criteria exiatB by whlcb your agency will judge whether or not a 

'cease aud desist' prweedlng will he undertaken!" 

Answer: At tbe .present time, the only criteria are those specified in the blUl 

"64. Will these criteria be published In the Federal Register?" , ... 

AngTcer: It seems unlikely that any formula, could be devlied for publlcatloii 
that would cover all. clrcumstanceB. In fact, one of the arguments that has 
been advanced in favor of the bill is that It will enable problem cases to be 
solved on an individual basis, thereby leasenlng the need for a proliferation ot 
published regulations. 

'■65. How will your agency coordinate Its- activities under S. 3158, assuming 
enactment, with the other two Federal banking regulatory aeencies!" 

Amwer: In the same way that we now endeavor to coordinate our other ac- 
tivities, that Is, through discuhslona and conferences between .Board meaibera 
and staff and the heads and staffs of other agencies, ae well as through the Co- 
■ordlnattng Committee on Bank Regulation. Obviously, this process will not 
Assure complete agreement. 

"66. Is it not iMjssIble for each of the agencies to use criteria which WU dis- 
criminate against ft bank under the Jurisdiction of one of the other agencies?" 

Answer: Yes. 

"67. Would it not be more appropriate to have the three banking agendea 
develop a single set of criteria that would be applicable to all commercial banka 
regardless of the Individual agency to whom a given bank were responsible?" 

Answer: This is a most desirable goal and we will continue our sincere efforta 
to achieve It. Under the present statutory division of responalblUtles, however. 
there can be no guarantee that the effort will succeed. 

"68. Would It not be more eqtiltable to haye one adminlatrative procedure 
Clearing in the nature of a court for all agencies Involved so aa to Inanre uniform 
application of tbe lawf" 

Answer: Uniform application of the law can l>est be oeeqr^ ^ 9^^ judgment, 
ithrough unification of responsibility for administering the law. 

"OVEBLT OOUPLEX CBTIXBU, IIT B, SISS" 

"69. The provision of the proposed bill, S. 3158, providing for the removal of an 
officer or director depends upon the Interrelatltm of a number of factors. Before 
action may t>e taken against an c^cer or director, be has to have (1) violated 
a provision of law, rule, regulation, or final cease and desist order, or (2) en- 
gaged in an unsafe or unsound practice, or (3) breached his fiduciary duty as a 
director or officer, and (4) as a result of such violation or breach of duty the 
Institution must suffer or will probably suffer substantial financial loss or other 
damage, or (5) the Interest of depositors must be seriously prejudiced by such 
violations or breacb, and (0) such violation, practice, or breach of duty most be 
one Involving personal disbonesty. 

"Is it really necessary that this provision of tbe proposed law be so complex 
and involve Oie pyramiding of so many different criteria before an agency can 
take action?" 

Answer: No. Like many statutory provisions, this Is the product of much 
negotiation among interested parties involving a number of compromises. One 
such compromise is the provision limiting application to cases involving personal 
dishonesty. The Board has reservations about thle limitation, but has accepted 
It in the belief that the suspension and removal provisions of the bill are less Im- 
portant, insofar aa State member banks are concerned, than the provisions re- 
garding cease and desist orders, and that any deficiencies in the former are out- 
weighed l»y the benefits to be gained from the latter. 

"70. Since this provision Is so complex, can it be ^actively administered?" 

Answer: We believe that it can, although It is likely to be Invoked rarely. 
Insofar as State member banks are concerned. 

"Tl. Wouldn't It be sufficient for the bill to provide for tbe service of a notice 
of removal on an officer or director apon a finding of violation of law, rule, 
regulation, or final cease and desist order whlcb involves a breach of flduclar; 
duty of such officer or director?" 
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inawer: This simpler provfslon would, of course, greatly exjund tbe Boud'» 
antborit?. Naturally, we believe that we would administer it wltli discretion 
and would not abuse it. Just as itaturaU}>, tbe Instttntlona that would be aob- 
Ject to It have much greater doubts abont how it would be admlniateced and 
oppose giving the Board that much leeway. 

"72. If this Is not acceptable, what alternative le« complex criteria do jm 
recommend ?" 

Ansvier: As indicated above, the simpler proTlaion wonld he acceptable to 
the Board. 

Sincerely yours, 

Wm. Ilea Humt, Jb. 



Thb UKDat 8E«n>AXT or thh Tkasvst, 

WatMTiOtim, D.a., SevlsMber tS, 1966. 
'Bum. Wbiqht Pathait, 

0\airman, Committee on Banking anS Cvrrenov, 
Hon»e of Re^reaentaOveg, WaaMngton, B.C. 

Dej3 Me, Chaibman ; This has further reference to yow lett«r rf SeptemlMr 
16, 1966, requeMing the particular Government trust fonds participating in th» 
allotment of $250 million to Government investmntt accounts <A the 9850 million, 
of 6^% Series F 1967 Federal Home I»Bn Banks Ocmeolidated Bonds dated 
September 26, 1966 and maturing S^tember 27, 1967. 

Each of the foUowlng listed Government trust funds purchased $S0 mlllioiiL 
face amount of this issue of Federal Home Loan Bank (AligatltHis : 

Federal Old-Age and Sarrlvors Insorance Trust Fond. 
Federal Disability Insurance Trust Fund. 
Civil Service Retirement and Disability Fond. 
Unemployment Trust Fund. 
Railroad Retirement Account. 
Sincerely yours, 

(Signed) 3omra. W. Babc 
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